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MEXICO
1. The overall picture
The Mexican economy in 1977 went through a critical period in the 
reorganization of a growth strategy the potential of which had apparently 
become exhausted between the end of the 1960s and the beginning of the 
present decade.
The development model adopted in the post-war period gave fgood results 
in giving the country a diversified structure of production, based on the 
speeding up of the industrialization process and on the dynamic growth of 
manufacturing and all the series of services related with it. However, 
this development did not sufficiently increase the capacity for generating 
employment and reinforced a tendency to concentrate income in social and 
regional groups. Lastly, it produced increasing disequilibria in the 
balance of payments.
During the 1970s, the crisis in the development model in addition to 
the crisis of the industrialized countries, resulted in the stagnation of 
private investment and external demand. Mexico faced up to the situation 
by resorting to a policy of economic reactivation, which meant large 
increases in investment and in public consumption, and to activities aimed 
at maintaining the purchasing power of the wage-earners. All this took 
the form of a notable growth of the external debt and of increasing deficits 
in the balance of payments and the budget which, with the rise in domestic 
prices which was higher than that recorded in the industrialized economies, 
led to the devaluation of 1976. The ever-increasing complexity of the 
problems which arose during the 1970s, aggravated by the flight of capital 
which took place before and after the devaluation, and the level of external 
indebtedness, produced in 1977 a dilemma of whether to adopt a policy of 
economic reactivation based on sustained public spending, or to decide on 
a policy of readjustement aimed at re-establishing the monetary and financial 
equilibria.
The prospect opened up by the confirmed existence of large oil fields, 
in terms of allowing the build-up in the long-term of a group of projects 
which would operate significant changes in the country's structure of
/production, also
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production, also brought up the need of access to external financial 
resources in order to implement these projects. This helped the second 
option to gain ground, while the implementation of other development 
projects, including the second stage of the "Las Truchas" steel factory, 
was suspended or postponed.
During 1977, the existence of highly depressive factors of different 
kinds Could be Observed; they were dominated by the slow growth of the 
majority of activities, the relatively pronounced drop in investment, the 
increasingly serious situation of employment problems, the deterioration 
in real wages and the low rate of dynamism of external demand.
The economy was therefore in a phase of transition in which Government 
action tended in the long-term to lay the bases for a new stage of development, 
and in the short-term to check the spread of the disequilibria which had 
blocked, the course of external financing.
The product in 1977 grew at a moderate rate (2.8%), slightly higher 
than that of the previous year (see table 1). This increase was basically 
due to the growth of oil activity and to a lesser extent to the reactivation 
of the agricultural export sector. The remaining productive activities 
grew at very similar or even lower rates than the previous year. The slow 
rate of economic growth, the low levels of investment - both public and 
private and especially the latter - and the relative increase in the prices 
of imported goods because of the devaluation, meant that there was a sharp 
drop of 13% in the volume of imports of goods and services (see table 2).
In the analysis of demand, the sharp decrease in gross fixed investment 
and the slow growth of consumption were not able to offset the increase in 
exports, based to a large extent on the growth of exports of petroleum. The 
performance of domestic demand, was basically influenced by the constraint on 
public investment - aimed at reducing the budgetary disequilibria and the 
balance-of-payments deficit - the increase in the rates of under-employment 
and open unemployment and the restrictive wage policy. The latter phenomena 
also had a decisive influence on the drop in private per capita consumption.
Private investment, accentuating the tendency of the last two years, 
dropped sharply (13%) as a result of the low levels pf activity and the 




tEOBQt HU H  ECONOMIC BffilCATCRS
1972 19^3 1974 1975 1976 1977a/
A. Basie economic indicators
Gross domestic product at factor cost 
(millions Of US dollars at 1970 prices) *9.9 55.6 56.8 59.1 ' 60.2 61.9
Population(adUions) 515.7 55.5 57*3 59*2 61.1 63.1
Per oepita gross domestic product 
(OS dollars at 1970 prices) ' 929 968 992 998 983 978
Growth rates
B. Short-run eeonomic indicators 
Gross domestic product
y • ' •
7.5 7.5 5.9 4.0 1.9 2.8
Per capita gross domestic produot 5*9 . 4. 2 2.5 0.6 -0.6
Gross income b/ 7.3 7.9 6*6 3.9 1.9 2.5
Terms of trade 0.5 3.1 9.4 _ -5.2 8.7 6.8
Current value of exports of goods and services 27.0 31.2 0.4 n.4 13*7
Current valueof imports of goods and services 30.4 48.3 U.l -3.2 -8.2
Consumer price index . 
December to December 5.6 a .3 20.6 li'5 27.2 20.7
Annual average variation 5.0 ' 12.0 23.7 15.0 15.8 29.1
Money 21.2 24.2 22.0 a .3 30*9' 26.2
Wages end salaries «/ 
December to December • •• ... - ... > ... 16.3 -10.2
Annual'average variation 13.1 0.7 8.7 o•T
Rate of unemployment d/ e/ • •• ... 7.7 7.3 6*7 8.0f
Current income of government 16.6 25.3 37.9 42.5 30.7 40.4
Total expenditure of government 44.0 36.4 29.6 40.1 31*4 28.5
Fiscal deficit/total expenditure of 
government */ 28.6 34.4 30.3 29.1 29.5 22.9
Millions of US dollars ‘
C. External sector
Trade balance (goods and services) -280 -492 -1 543 -2 377 -1 386 250
Balance on current account -926 -1 423 -2 890 -4 081 -3 423 -1 786
Variation in net international reserves 220 141 ; 38 • 177 -986 470
External ptiUie debt 5 065 7070 9 975 14 449 19 600 22 912
a/ Preliminary figures.
b/ Gross domestic product plus effect of the tens of trade. 
oj Refers to variations in minium general wage, 
d/ Metropolitan area Of MSxico City, 
e/ Percentage.
f/ Estimate for first hUf of the year.
/Table 2
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fEXICOl TOTAl S5PPU AMD DEMAJiD
XBble 2
Kllions of mexioan, Percentage
, , pesos at, 197Qprices breakdown
1975 1976 1977a/ 19*0 1977V 1975 1976 1977a/
Total supply 613 979 619 798 628 353 109.8 109.0 3.7 0.9 1.*
Gross domestic produot at 
mailed prices 550 «90 560 80? 576 *32 100.0 ¿00.0 *.0 1.9 2.8
Imports of goods ami 
services . . 63 689 .58 991 51 921 9.8 9.0 1.7 -7.* -12.0
Total demand , 613 97* ^ 9  798 628 353 109.8 109.0 3.7 0.9 1.*
Domestic demand 573,053 575 793 578 790 101.6 100.* *.7 0.5 0.5
Gross domestic investment 156 273 1*7 209 1*2 20* 22.6 2*.7 5.7 —6.8 -3.*
Qross fixed investment 129 U 9 120 209 . 109 391 19.6 . 19^0 8.8 -6.9 -9.0
Public 63 *18 58 979 55. 971 7.5 9.7 2*.l -7.0 -5.1
Private 65 701 61 230 53 *20 12.2 9.3 -2.8 —6.8 -12.8
Changes in stocks 27 15* 27 000 32 813 ,3.0 5.7
Total oonsuption *16 780 *28 58* *36 586 89.1 75.8 *.3 2.8 ,1.9
General government 58 3*9 ’ 67 218 r 70 0*1 7.8 12.2 17.9 f 15.2 - *.2
Private , 358. *31 .361 366 366 5*5 71.3 63.6 2.* 0.8 !•*
Exports of goods and 
services b/ *0 926 **005 *9 565 8.2 8.6 -8.5 7.5 12.6
Source» CEPAl, calculations on the basis of figures supplied by the Banco de Mexico, 
a./ Preliminary figures.
b/ Ihe figures for exports and imports of goods and services were taken from balance-of-payments data expressed in 
dollars at ourrent prices, which were converted to constant 1970 values, using price indexes calculated by CEPAI 
for the purpose.
/Government consumption,
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Government consumption, although 4% higher than in 1976, lost to an 
appreciable extent the dynamism it had shown in the last six years, when 
the annual rate of growth had increased by 12%. The 1977 performance was 
due both to the constraint oh thè purchase of non-personal goods and 
services and to a more rational use of human resources.
During the year there was recourse to a broad range of economic 
policy decisions aimed basically at countéring the more critical short-term 
trends, notwithstanding thè fact that others were'adopted in connexion with' 
institutional organization; they included the modification of the fiuanciai; 
structure and State administration, in order to adapt them to the 
characteristics or modes of new phase of development. The conjunctural ■ v 
policy was essentially aimed at attacking inflationary and balance-of-payments 
problems, especially with regard to such propagation machinery, as the 
fiscal imbalance and bank credit.
One of the most important aspects Of the anti-inflatiott programme was 
the policy to contain wages. In terms of annual averages, the minimum real 
wage was slightly less than in 1976. However, a decreasing trend continued 
throughout the year, so that at the end of 1977 it was 10% lower than in 
December 1976.
In its turn, the policy tò contain public expenditure, and especially 
expenditure on investment, made it possible to slow the growth of the 
budgetary deficit, which at current prices remained nearly at the same levels 
as the previous year (around 56,000 million pesos). On the other hand, the 
reduction of public investment had secondary effects on the balance of 
payments, since imports were reduced and therefore less external financing 
was required, with the consequent contribution to the improvement of the 
external accounts.
The combination of all these measures made it possible to achieve the 
Government economic policy objectives of reducing the deficit on current 
account, restricting the increase of the external debt to approximately
3,000 million dollars, avoiding an increase in the imbalance of the budget 
and slowing down the inflationary process. However, the application of the 
stabilization policy in a situation of economic stagnation not only reinforced 




With regard’ to monetary and credit aspects, measures were taken to 
increase the preference of savers for financial instruments in local 
currency. Mechanisms were therefore introduced and improved and were 
expected in the medium-term to permit a larger flow of funds and a clearer 
differentiation between the money and capital markets. Interest fates 
were thus raised and the numerous possibilities for investing funds were 
amplified so as to increase savings^ Towards the end of the year, the 
issue of treasury certificates was also adopted as a monetary policy 
instrument ; they can be used to carry out operations in the open market 
and complement the functions of the legal reserve.
Other short-term measures were aimed at increasing the capacity for 
financing by means of a reduction in the legal reserve rate and the 
concession of facilities to the crédit institutions to cover over longer 
periods the liabilities arising out of the extraordinary support which the 
Central Bank gave them the previous year, and at inducing the banks to 
increase financing for small and medium industries, the construction of 
medium-level dwellings and thé 'production of basic articles.
As a result of the application of these credit measures, and of the 
peso's stability during the year (the exchange rate varied between 22.17 
and 22.99 per dollar), domestic savings increased, especially during the 
second half of the year. Since these resources were not used by the private 
sector to accumulate real assets, because the drop in domestic demand 
disencouraged investment, the public sector tapped them to some extent in 
order to cover part of its expenditure.
In industrial policy two activities were joined up. A policy was 
drawn up to liberalize domestic prices - its most important effects will 
be seen in 1978 - leaving 77% of the 1976 products which were subject to 
this restriction outside State control. At the same time, a gradual reduction 
was made in the industrial protection which had predominated during the 
industrialization process with the abolition of import permits and the 
stressing of tariffs as an instrument of protection, so as to achieve more 
competition. Also so as to improve the position of manufactures abroad
/the indirect
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the indirect tax refund certificates (CEDIS) were reintroduced, although 
with new features, including a reduction in the,degree of national 
integration required and the annual increase of exports as a basis,for 
granting these returns.
The most important event of the year in production, however, was 
certainly the confirmation of the new discoveries of petroleum in the 
south of the country,, whiqh increased confirmed reserves to 1^,600 million 
barrels (this figure is 27% higher than the estimate of the previous year). 
Petroleum production also made it possible to increase exports of crude 
oil considerably, thus contributing decisively to the increase of overall 
exports since other exports grew slowly. In the medium-term, it is hoped 
that Petroleum production, to which a huge investment programme has been 
allocated,-will make it possible not only to reduce the deficit on current 
account, but to generate a.surplus of some size which will contribute vital 
resources for stimulating key sectors of development.
2.1 Sectoral trends
(a) The agricultural sector
In 1977, the agricultural sector grew by slightly over 3%, in contrast 
to the decrease of 4% of the previous year (see table 3). Despite this 
increase, the sectoral trend in the medium-term is rather one of stagnation, 
which began in the mid-1960s.
The increase over the last financial year basically had its origins 
in the recovery of agriculture which grew nearly *+% following a drop of 
nearly 9% in 1976. The rate of growth of livestock production, however, 
showed a slight decrease when it dropped from 3% in 1976 to 2.7% in 1977.
The sub-sectors of less influence - forestry and fisheries - showed a similar 
performance; the former grew by 4% while the latter incrëased at a slightly 
slower rate (see table *0.
/Table 3
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MEXICO» CROSS -DON^TIC PRODUCT, BT KZHD OF ECONOMIC ACTIVITX, AT FACTOR COST
Table 3
M illio n  o f aexican Percentage ^  . . Growth rates
pesos at 1970 prices breakdown
1975 1976 1977a/ 1970 1977a/
tm
1975 1976 1977a/
Agricu lture 51 229 49 286 50 974 11.8 9.3 0.9 • ' ¿-4.0 3.4
Mines and quarries a  AIR 23 151 25 835 4.1 4.7 3.6 8.1 11.6
Mining 6 676 6 876 6 842 1.3 1.3 -5 .6 3.0 •0.5
Petroleum extraction 14 742 16 275 18 993 2.8 3.4 8.4 10.4 16.7
Manufacturing 125 269 128 689 132 500 23.4 24.2 3.6 2.6 3.0
Construction 31 759 31 158 30 223 5.4 5.5 5.7 -1 .9 -3.0
Subtotal goods 229 674 232 284 239 532 44.7 43.7 3.4 1.1 ’ ■ M
E le c tr ic ity , gas and water 8 2» 8 841 9 637 1.4 1.8 5.7 7.5 9.0
Transport, storage and 
communications 16 643 16 924 2.6 009 9.2 1.7 eoo
Subtotal basic services 24 866 25 765 OOO. 4.0 099 8.0 3.6 090.
Commerce, financia l 
in s titu tio n s  and insurance 148 726 150 363 090 28.9 009 3.5 1.1 090
Real estate b/ 35 794 36 510 • « « 7.6 900 2.6 &0 90 0
Community, social and personal 
services c/ 84 707 89 004 • •• 14.9 090 6.5 5.1 900
Subtotal other services 269 227 275 876 090 51.4 090 4.2 2.5 090
Subtotal services 294 093 301 642 308 851 55.3 56.3 4.5 2.6 2.4
Total gross domestic 
product d/ 524 438 534 462 549 353 100.0 100.0 4.0 h i 2.8
Source» CTPAL, calculations on the basis o f figures supplied by the Banco de Mexico.
a/ Prelim inary figu res.
b/ Refers to ownership o f dwellings on ly.
c/ Also includes restaurants, hotels and services provided to enterprises.
d/ As the ind ividual a c tiv itie s  and the to ta ls  were calculated independently, the sum o f the former does not 




MEXICO« INDICATORS OF ACRKUMURAI. PRODUCTION
1974 . 1975 . 1976 1977
Growth rates
1975 1976 1977
Index o f the agricu ltu ra l gross 
domestic product (1970 • 100)
v .... ..
•
Total 107»6 108.5 104.1 108.0 0.8 -4 .0 3.4
Crop-farming 104.4 105.7 94.7. 98.5 -0.7 -8 .7 4.0
Stock-raising 112.2 116.2 119.6 122.5 3.5 3.0 2.7
Forestry 115.9 U 6 .4 ' 120.9 128.2 0.4 3.9 4.0
Fisheries 117.5 120.9 125.1 125.1 3.0 3.6 3,7
Production o f main products (thousands 
o f tons)
Agricu lture  fo r domestic consumption
Sugarcane • 33 499 - 34 366 31 387 31 500 2.6 -8 .7 0.4
Green a lfa lfa 13 206 14 260 13 483 13 150 8.0 -5 .4 —2.5
Maize 7 847 8 459 8 017 8 349 7.8 -5 .2 ' 4.1
Sorghum (gra in ) 3 494 5 589 4 027 4 105 59*9 -27.9 1.9
Wheat 2 789 , ■ 2 798 3 363 2 451 0.3 20.2 -27.1
Oranges 1 420 1 615 1 787 2 345 13.7 10.6 a .2
Bananas (various types) 1 O il 1088 911 1 530 7;6 ' -16.3 67.9
Beans 971 1 027 740 870 .5*8 -27.9 17*6
Soya beans 491 699 302 365 42.4 -56.8 87.1
Export agriculture
Tomatoes 1 121 1 056 807 856 -5 .8 -23.6 O* 0 *-»
Cotton 513 206 224 327 -59.8 8,7 46.0
Coffee (processed) 221 228 212 228 3.2 ■i, b 7.5
Strawberries 102 69 89 . 88 : -32.3 ' 29.0 - 1.1
Cocoa . 3$. 34 . 31 34 - 2.8 - 8.8 9.7
Stock-raising
Beef 517 509 527 : 542 -1 .5 ■;3.s 2.8
Pork 376 386 389 451 2.6 ■ 0.8 15.9
Eggs a/ 7 849 8 043 8 » 1 8 620 2.5 3.2 . 3.8
M ilk b/ 4 387 4 8» 5 183 5 558 10.1 7.3 0,7
Source« CEPAL, on the basis o f o ff ic ia l data.
a/ M illions o f un its.
b/ M illions o f ¿ litre s .: ,
/(i) Crop-raising.
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(i) Crop-raising. The effects of the devaluation of the peso in 
1976 on the relation between domgstiqand external prices* the increase 
in the prices of soraq agric^tural, produots i.n the international markets 
an4 the delay in increasing the guarantee prices products for domestic 
consumption* in addition'.to a production structure where the incorporation 
of new land for crops is restricted, meant that during 1977 production for 
the exterior increased at the expense of some products for internal 
consumption. A detrimental period of rain, in some wet areas - generally 
speaking devoted to production for. internal consumption - reinforced this 
tendency. As a result, the production, of maize, especially wheat, was 
less than internal consumption requirements.
The -excellent prices which prevailed during, the first half of 1977 
for some export products (coffee, cotton* cocoa, tomatoes and vegetables), 
in addition to the effects of the new exchange rate, influenced the growth 
of the crops for the external market. For some,of these, this did not take
the form of an immediate increase in the volume exported, but will very
probably have repercussions on the shipments and the amount of foreign- 
exchange which the sector will generate in 1978.
Cotton production showed an.exceptional growth of 46% (see table 4). 
This was due both to' the larger area sown - especially on irrigated land - 
and to the better yields, which reached averages of more than four bales 
per hectare. This increase was not followed by an expansion of exports 
because of the low level of international demand for cotton in 1977,
Because of this, exports drppped both in volume (8%) and in value (24%).
The evolution of domestic demand for cotton as an industrial input was 
not, favourable either because of the decrease in, the manufacture of cotton 
yarns and fibres. For this reason, stocks nearly tripled.
The production of coffee, the prices of which were extremely high in
the first months of the year, increased by 7.5%. In this case too the
volume exported also decreased (36%), but, the value increased (27%). As 
in other coffee-producing countries* when the international price began to 
drop in the last part of the year, stocks were accumulated in the expectation 
of a possible new increase in prices.
/The tomato
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The tomato harvest - the third agricultural export product - increased 
by 6%, stimulated by a larger external demand, which increased as a result 
of the decrease in North American production due to the frosts which affected 
the crops in Florida. The Sanie thing occurred in the casé of fruit and 
vegetables, whose markets became diversified with the vigorous growth of 
exports to Canada.
Production for domestic consumption increased, generally speaking, 
reversing the drop of 1976; however, it was insufficient to deal with 
domestic demand for some of the basic food products of the majority of 
the population, such as maize, and wheat and oilseeds for the manufacture 
of edible oil.
Although tnaize production increased by 4%, it was inadequate to 
supply increasing domestic demand, and it was necessary to import approximately
1,700,000 tons, nearly twice imports in 1976. The small increase in the
domestic supply of this crop Was the result of the drought in the rainy
zones of Bajío and Pacífico Sur and the replacement of maize by export 
crops in irrigated areas.
In the case of wheat, the drop in production was due to the competition 
with the cotton-growing (which was favoured by the increase in external 
prices) in the use of some inputs - such as water.
The production of beans, after dropping nearly 30% in 1976, increased 
by nearly 18% in 1977, which meant that it was possible to export
approximately 7% of domestic output.
The oilseeds, safflower and soya beans, doubled their production ' 
compared with 1976. This growth especially in safflower production, was 
the result of the increase in cotton sowing; since its cycle is shorter, 
safflower can be sowed after the cotton has been harvested. Stocks of 
oilseeds were, however, inadequate to cover domestic demand, and it was 
necessary to increase the volume of imports by nearly 30%.
Cane sugar production remained stagnant at the low levels of the 
previous year, and prevented sugar from being exported. During this period, 
the State began to take control of most of national production of this 
article, by purchasing the mills belonging to a private group.
/(ii) Livestock
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(ii) Livestock production. The livestock product grew at a rate of 
2.7%, slightly less than that of the previous year which was 3%. The 
sector’s performance was influenced by the reduction in domestic demand 
which was only partly offset by a reactivation of external depand, as a 
result of which exports of live.cattle (1.5%) and meat (66%) increased.
This stimulus to external demand was influenced by the decrease in North 
American stocks.
Milk production increased, by less than 1% following two years of 
rapid growth (see table 4). Naturally, the small, increase recorded in 
1977 was inadequate to cope with the needs of an. increasing demand for 
basic foods such as milk products.
(iii) General features of the, agricultural policy. Unlike previous 
years, when stress was laid on expanding and improving the infrastructure, 
agricultural, policy in 1,977 was directed rather towards institutional 
reorganization and, towards programming new development activities. In 
order, to make a better attempt at harmonizing agricultural programmes the 
two.ministries most directly connected with the problems of agricultural 
development were amalgamated - the Ministry of Agriculture and Stockbreeding, 
and the Ministry of Water Resources - while the Ministry for Agrarian 
Reform remained separate. At the beginning of the year the National 
Agricultural Plan was set going as a part of the Alliance for Production 
- a means of collaboration and joint action between^the Government and 
private entrepreneurs aimed at reversing the unfavourable trends of 
investment and employment in recent years - with a view to developing 
agricultural, stockbreeding and forestry production, giving priority to 
the growing of maize, beans, wheat, rice, soya beans, oilseeds and sorghum. 
In its first year of operatipn, the Plan was blocked by the traditional 
inflexibilities of the country’s structure 1/. and in addition faced the 
problem of adverse rainfall in some areas.
1/ See the notes on Mexico* in CEPAL, Economic Survey of Latin America, 
1974 and 1976 issues.
v, ; ..... /However, as
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However, as has been said, the activity carried out in increasing 
basic social capital in agriculture was less relevant. As an example 
of this, it should be mentioned tliat nearly 60% of the irrigation work 
planned earlier was brought to á standstill in order to wait for the 
c o n c l u s i o n  of the studies undertaken to reassign priorities in this area.
At the same time, analyses were made to link this work with other» activities 
connected with primary production.
The revision of the legal infrastructure was begun with a view to 
reorganizing the units of production, both in the case of small-holders 
and companies, strengthening owners* associations and favouring collective 
land development. It is hoped by this means to increase production and 
productivity and speed up the capital formation process by making the 
operation of agro-industries possible.
With regard to the agrarian problem which arose at the end Of 1976, 
where by a presidential resolution 37,600 hectares of irrigated land were 
expropriated in the Valle del Yaqui, in Sonora, for distribution among a 
group of peasants - an event which produced a serious clash between the 
State and the former owners supported by the private sector - in May the 
Governemnt ratified the ownership of the property for the new owners but 
promised, compensation for only 17,600 hectares. After some months of 
bargaining over the price which should be paid for this land, the conflict 
came to an end in August with the payment of nearly 680 million pesos.
Lastly, in February 1977 the Department of Fisheries was set up, under 
the State centralization policy. Among the other units depending On this 
new institution are Productos Pesqueros Mexicanos and the Fondo Nacional 
de Fomento de Sociedades Cooperativas Pesqueras. The National Fisheries 
Development Plan, presented in August, proposes a policy to intensify 
stimuli to national production, in the expectation that this will triple 
around 1982 and make it possible to increase exports.
(b) Mining
The reduction in external demand, with the exception of copper and lead, 
meant that the output of the mining sector dropped more than 2% in 1977.
In 1976 mining production had increased by more than 6% (see table 5).2/
2/ The value added by mining in 1976 increased by 3% and decreased in




rexico» BroiOkintó flP rasiuG prcasJCTiQii
r .^ í n d e » s r C l 9 7 0 ' =  10Q) , Cfrdwth r a t «
1 1974 1975 w e 1977 1974- 1975 1976 1977a/
Total mining production 115*3 110.3 117.3 m . -9.1 —4.3 6.3
-2 .4
Precious.metals 86*0 87.4 98.0 109.4ammbem».,, , -2 .4 1.6 .—i1 *■ 12.1 11.6
Gold, 67,8 73*0 82.1 106.3 1.3 7.6 12.5 29.5
Silver. 87.6 88.8 99.5 109.7.. -3.2 1.4 12.0 10.2
Son-ferrous industrial metals b/ 107.2 2ZlE 108.2 104.3 7.1 -9 .3 11.3 -3 .6
Zinc 89.7 85,9 ; 97.3 98.9 -3 ,2 -4 .2 13.3 1.6
Lead 123.4 101.1 113.3 91.4 a .6 -18.1 12.1 -19.3
Copper 135.5 128.2 145.8 146.7 2.7 -5 .4 13.7 0.6
Metals and minerals for the steel 
industry c/ 137.8 i4o.o 146.9 •T' 134.5 ' 7.7 ' hi 6.4 • ‘ ' 3.8
Coke 152.1 153.5 160.9 178.6- 7.0 0.9 4.8 11.0
Iron 127.9 ‘ 129.0 139.5 ; 136. 8  •' v7.2i- 0.9 8.1 -1 .9
Non-metallic minerals d/ 140.5 138*0 128.5 110.4 23.0 -1 .8 -6 .8 -14.1
Sulphur 168.1 156.7 155.7 13Í.9 44.4 -6 .6 •0.6 -15.2
Fluorite 113.9 111.3 91.6 67.4 ■ -2 .3 -17.7 -26.4
Source» CEPAL, on the basis of o ffic ia l sta tistics*
a/ Preliminary figures* !
b/ Also includes arsenic, antinortf, cadmium, mercury, bismuth, molybdenputungsien, seleniumandtin. , 
¿/ Also includes ooal and manganese.
d/ Also includes bariie, graphite, dolomite, kaolin, s i lic a , gypsum, phosphorite, limestone, sodium 
sOlphate, feldspar and magnesite* . - 1
/With regard
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With regard to the precious metals, the coming to fruition of 
important mining and metallurgical projects made possible a substantial 
increase in the output of gold (30%) and silver (10%). In the case of 
silver a considerable increase iff domestic consumption was recorded in 
1977 owing to large-scale minting of silyar coins. For this reason, 
despite the tendencies for international "prices to increase, the volume 
exported decreased'by 13%r ’ '-v i*-.'1.
Afflong the non-ferrous metals, there was a considerable increase in 
exports of copper concentrâtes, as well as electrolityc copper - a product 
which is normally destined for domestic demand - vis-à-vis the reduction 
in domestic consumption. - ‘
Zinc production increased by less than 2% in response to a lower 
external demand both for zinc concentrates and for the metal itself. The
prospects of this metal, however, improved in the medium-term as a result
of the-start made to the construction of the second electrolytic refinery
and the expansion of the existing plant by 20,000 tons. It will thus be
possible to double production abound 1981 and cut out exports of concentrates 
altogether.
bead production dropped by slightly over 19%, although improved 
international prices made it possible to increase exports by nearly 30%.
Iron and coke, the most important iron and steel products, evolved 
differently. Iron production dropped by 2% when the production programmes 
to give an outlet to the accumulation of stocks were cut back; however, 
coke production continued to increase (11%) owing .to the opening-up of the 
new tyjiaes of, Fundi<|ora Monterrey, Altos Hornos de México arid Industrial 
Minera México, in Coahuila.
Production of sulphur and fluorite, the main export products among 
non-metallic minerals, continued to drop sharply (see table 5). The drop 
in external demand and the stabilization of prices as from 1975 explains 
the situation. An important aspect of the evolution of mining was the 
beginning of the programme of investment in extensions and in new outputs, 
which will make it possible to double production of the mining industry in 
the medium-term, with important effects on employment. The investment
/programmed by
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programmed by the private enterprises and by semi-public enterprises 
with a minority ownership of State capital for the period 1977-1982 
amounts to 50,000 million pesos and involves inter alia, projects covering 
copper*, zinc, metal, iron and steel ones, bauxite and phosphoric rock.
Lastly, because of its importance mention should be made of the 
adoption of a new law on taxation and development of mining, where a 
readjustment has been made to the legal system in order to stimulate 
sector development.
This provision restructures the fiscal régime applicable to mining, 
by eliminating the general and specific taxes on exports and the first­
hand sales of mining and metallurgical products, and only maintains the 
taxes on mining concessions and on the production of gold, silver and 
sulphur, (9%), iron, coal and manganese (4%), and the rest (7%). A 
series of special fiscal processes are also being set up for mining activities 
including the reimbursement of 75% of the federal tax on imports of 
machinery and equipment not manufactured in the country, and the accelerated 
depreciation of the new investment and intangible assets, provided that 
the amount depreciated is reinvested in the sector; a tax deductible 
subsidy of 2% on the value of the minerals aimed at offsetting the expenses 
of prospection, exploration and development is also granted.
(c) Petroleum and petrochemicals
During 1977 the gross domestic product of petroleum activity increased 
at the rate of nearly 17%, the highest of the rates recorded since 1974, 
when production began in the new oil-bearing areas in the southeast of the 
country, and marked a very important change in the progress of the industry 
(see table 3).
The rate of growth of production of crude oil was 22%, production 
for export was notable (53%) compared with a more moderate increase in 
production for domestic consumption (17%). As a result of this, oil exports 
as a percentage of total production increased by 15% in 1976 and nearly 




MEXICO: PRODUCTION AND REFINING OF PETROLEUM
Millions of tons Growth rates
1973 1974 1975 1976' 1977 1974 1975 1976 1977
production of crude 
petroleum 165 a o 265 293 356 26.9 26.2 10.7 22.1
Domestic consumption • 00 175 226 249 291 see 29.0 10.4 16.7
Export 000 35 39 44 67 • 09 12.3 12.2 53.2
Refining a/ a i 236 250 274 309 11.7 5.9 9.7 12.7
Source: CEPAL, on the basis of o fficia l figures sigiplied by Petróleos Mexicanos and the Banco de tóxico S.A. 
a/ Includes crude petróleos and processed and reprocessed natural gas in liquid form.
/The growth
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T h e  g r o w th  o f  r e f i n i n g  (1 3 % )  e x c e e d e d  t h a t  o f  t h e  p r e v i o u s  y e a r  
( 1 0 % ) , ‘ s i n c e  t h e  a c t i v i t y  o f  t h e  new  r e f i n e r y  a t  T u l a ,  H i d a lg o ,  w h ic h  
b e g a n o p e r a t e  i n  1 9 7 6  c o n t in u e d  t h r o u g h o u t  t h e  y e a ® .;  T h e  i n c r e a s e  i n  
c r u d e  o i l  r e f i n i n g  c a p a c i t y  w h ic h  t h i s  f a c t  im p l ie d ,  .d e te r m in e d  . t h e  
s u s p e n s i o n  o f  e a r l i e r  s h ip m e n t s  o f  p e t r o le u m  fo?r r e f i n i n g  ,a b r o a d ,  w i t h  
t h e  c o n s e q u e n t  s a v i n g  o f . f o r e i g n  e x c h a n g e .
T h e  g r o w th  o f  o i l ;  e x p o r t s ,  a s  a : r e s u l t  o f  t h e  e x c e l l e n t  p r i c e s  w h ic h  
p r e v a i l e d  d u r in g  t h e  y e a r  i n  i n t e r n a t i o n a l  m a r k e t s ,  a l lo w e d  t h e  s h a r e  o f  
f u e l s  an d  l u b r i c a n t s  i n . ; t o t a l  e x p o r t s  o f  g o o d s  t o  i n c r e a s e  fr o m  16% i n  
1 9 7 6  t o  22% i n  1 9 7 7  ( s e e  t a b l e  9 ) v  .
D u r in g  t h e  y e a r  t h e  e x i s t e n c e  o f  v e r y  l a r g e  r e s e r v e s  w as c o n f i r m e d ,  
o p e n in g  up v e r y  f a v o u r a b l e  p r o s p e c t s  f o r  t h e  c o u n t r y ’ s ,e c o n o m y . Up t o  t h e  
m o n th  o f  J u l y ,  c o n f i r m e d  o i l . r e s e r v e s  am o u n ted  t o  1 4 , 6 0 0  m i l l i o n  b a r r e l s  
-  27% o v e r  t h e  p r e v i o u s  y e a r ’ s  e s t i m a t e  w h ic h  b r o u g h t  t h e  r e l a t i o n  
b e tw e e n  r e s e r v e s  a n d  t h e  p r e s e n t  l e v e l  o f  c o n s u m p tio n  up fr o m  2 4 . 9  t o  3 3 . 3  
y e a r s .  I n  a d d i t i o n  t o  t h e  a r e a  o f  R e f o r m a , im p o r t a n t  d i s c o v e r i e s  w e re  
m ade i n  t h e  n o r t h  o f  t h e  c o u n t r y  -  M o n clo v a  a n d B a j a  C a l i f o r n i a  -  w h e re  
p r o d u c t i o n  i n  t h e  o l d e r  o i l  f i e l d s  w as i n  d e c l i n e *  ,
S o  a s  t o  r a t i o n a l i z e  p e t r o le u m  p r o d u c t i o n ,  P e t r ó l e o s  M e x ic a n o s  (PEM EX) 
p r e p a r e d  a n  in v e s t m e n t  p rogram m e f o r  1 9 7 7 -* 1 9 8 2  f o r  a  sum o f  c l o s e  to .
3 9 4 ^ 0 0 0  m i l l i o n  p e s o s  ( a p p r o x i m a t e l y - 1 7 ,0 0 0  m i l l i o n  d o l l a r s ) .  T h e in v e s t m e n t  
p rog ram m ed  w o u ld  h a v e  a s  i t s  o b j e c t i v e  t o  i n c r e a s e  t h e  p r o d u c t i o n  o f  o i l  
a n d  c o n d e n s a t e s  fro m  2 9 2  m i l l i o n  b a r r e l s i i n  1 9 7 6  t o  8 1 8 . m i l l i o n  i n  1 9 8 2 ,  
t o  d o u b le  r e f i n i n g  c a p a c i t y  fr o m  2 7 0  m i l l i o n  b a r r e l s  i n  1 ,976  t o  5 7 7 . m i l l i o n  
i n  1 9 8 2 ,  t á  i n c r e a s e  t h e  c a p a c i t y  f o r  p r o d u c in g  p e t r o c h e m i c a l  p r o d u c t s ,  an d  
t o  e x p o r t  n a t u r a l  g a s  a t  a  r a t e  o f  2 , 0 0 0  m i l l i o n  c u b i c  f e e t  p e r  d a y  i n  1 9 8 2 .  
P a r t  o f  t h i s  in v e s t m e n t  prog ram m e i n c l u d e s  t h e  c o n s t r u c t i o n  o f  a  p i p e l i n e ,  
f r o m  t h e  C a c t u s  f i e l d s  i n  C h ia p a s  t o  S a n  F e r n a n d o  i n  N uevo L e ó n , w i t h  a  
s i d e l i n e . t o  R e y n o s a ,  T q m a u lip a s ,  a n d  a  t o t a l  l e n g t h  o f  1 , 3 4 4  k i l o m e t r e s .
T h e  d im  o f  t h e  w ork  i s  t o  p r o v i d e  g a s  t o  t h e  n o r t h  a r e a  o f  t h e  c o u n t r y  an d  
e x p o r t  s u r p l u s e s  t o  t h e  t f o i t e d  S t a t e s ¿3/  t h u s  a v o i d i n g  w a s t i n g  g a s ,  s i n c e
3/ T h e  t o t a l  c o s t  w o u ld  b e  2¡3.iQ0Q: m i l l i o n  ;p e s o s  ( 1 , 0 0 0  m i l l i o p  d o l l a r s )  o f  
w h ic h  a p p r o x i m a t e l y  5Q% w o u ld  s e r v e  t o  vl a y  t h e  p i p e l i n e  C a c t u s - S a n  
F e r n a t td o - C h in a ,  w h i l e  th e -  r e s t - ,  w o q ld  b e  . a l l o c a t e d  t o  t b e  S a n  F e r n a n d o -  
R e y n o s a  s e c t i o n  ( i n c l u d i n g  t h e  c o m p r e s s o r  s t a t i o n s  a n d  o t h e r s ) .
/ i t  i s
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i t  i s  c a l c u l a t e d  t h a t  t h e r e  w i l l  b e  s u r p l u s  o f  n e a r l y  2 , 0 0 0  m i l l i o n  c u b i c  
f e e t  d a i l y  i n  1 9 8 2 .  T h i s  s u r p l u s  w i l l  b e  o b t a i n e d  n o t  o n l y  a s  a  r e s u l t  
o f  c o n t i n u a l l y - i n c r e a s i n g  p e t r o le u m  p r o d u c t i o n ,  b u t  a l s o  b e c a u s e ,  t h e  c r u d e  
o i l  i n  t h e  new f i e l d s  b e i n g  d e v e lo p e d  c o n t a i n s  a  h i g h e r  p r o p o r t i o n  o f  g a s  
c o m b in e d  w it h  i t  ,  w h ic h  i s  i n e v i t a b l y  o b t a i n e d  a t  t h e  sam e t i n e a s  t h e  
o i l .4 /  D e s p i t e  t h e  p o le m ic s  w h ic h  h a v e  a r i s e n  a r o u n d  t h e  a d v a n t a g e s  o f  
t h i s  u n d é r t a k i n g ,5 /  an d  sòm e u n c e r t a i n t y  a s  t o  t h e  p o s s i b i l i t y  o f  r e a c h i n g  
a n  a g r e e m e n t  w it h  t h è  p u r c h a s e r s  o f  t h e  g a s ,  c o n s t r u c t i o n  w as b e g u n  an d  
a t  t h e  en d  o f  O c t o b e r  4 2 6  k i l o m e t r e s  o f  p i p e l i n e  h a d  a l r e a d y  b e e n  l a i d *
T h e p r o d u c t  o f  t h e  p e t r o c h e m i c a l s  i n d u s t r y  d ro p p e d  b y  a ro u n d  4% i n  
1 9 7 7 .  T h e  p e r fo r m a n c e  o f  t h i s  b r a n c h  o f  i n d u s t r y  o v e r  t h e  l a s t  t h r e e  
y e a ir s  ( w i t h  a n  a v e r a g e  g ro w th  o f  2 .4 % )  c o n t r a s t s  w i t h  t h e  dynam ism  i t  
h ad  b e e n  sh o w in g  s i n c e  t h e  m i d - 1 9 6 0 s ,  w h ic h  h a d  a l lo w e d  t h e  a v e r a g e  g ro w th , 
r a t e  t o  b e  m a i n t a in e d  a t  n e a r l y ¿20% d u r in g  t h e  p e r i o d  X 9 6 S - 1 9 7 4 .
T h e  s lo w n e s s  o f  t h e  d e v e lo p m e n t o f  t h e  p e t r o c h e m i c a l s  s e c t o r  w as 
r e l a t e d  t o  t h e  w eak g ro w th  o f  in v e s t m e n t  w h i c h ; - a f f e c t e d  t h e  p r o c e s s  o f  
s u b s t i t u t i o n  o f  t h i s  t y p e  o f  p r o d u c t ,  an d  t o  a  d ro p  i n  d o m e s t ic  d em and, 
a s  a  r e s u l t  o f  t h e  e c o n o m ic  s i t u a t i o n  o f  r e c è n t  y e a r s .
A s p a r t  o f  t h e  PEMEX in v e s t m e n t  p l a n  f o r  1 9 7 7 - 1 9 8 2 ,  16% g o e s  t o  t h e  
p e t r o c h e m i c a l s  i n d u s t r y ,  r e p r e s e n t i n g  a n  in v e s t m e n t  o f  a ro u n d  5 6 , 0 0 0  m i l l i o n  
p e s o s ;  t h i s  sh ow s t h e  im p o r t a n c e  g iv e n  t o  t h e  d e v e lo p m e n t o f  a n  a c t i v i t y  
s o  c l o s e l y  l i n k e d  t o  t h i s  b a s i c  r e s o u r c e .  T h e c o m p le x e s  w h ic h  w i l l  r e c e i v e  
m o s t  s u p p o r t  a r e  t h o s e  o f  C a n g r e je r a  an d  A l l e n d e ,  s i t u a t e d  i n  t h e  s o u t h e a s t .  
I t  i s  e x p e c t e d  t h a t  t h i s  in v e s t m e n t  p rogram m e w i l l  n o t  o n ly  l e a d  t o  s e l f -  
s u f f i c i e n c y  i n  p e t r o c h e m i c a l  p r o d u c t s ,  b u t  t o  t h e  c r e a t i o n  o f  s u r p l u s e s  f o r  
e x p o r t ,  a n d  t h a t  t h i s  w i l l  n a t u r a l l y  a l l o w  a  r a t i o n a l  u s e  t o  b e  made o f  
t h e  new  o i l  p r o d u c t i o n  u n i t s .
4/  T h e  w e l l s  o f  t h e  s o u t h e a s t  d e v e lo p e d  up t o  1 9 7 7  h a v e  a  g a s / o i l
r a t i o  o f  1 , 5 0 0  t o  1 , 8 0 0  c u b i c  f e e t  p e r  b a r r e l ,  w h i l e  t h a t  o f  som e 
w e l l s  i n  t h e  new  a r e a s  b e i n g  d e v e lo p e d  i s  a ro u n d  5 , 0 0 0  t o  7 , 0 0 0  
c u b i c  f e e t  p e r  b a r r e l .
5/ Two C u r r è h t s  o f  o p in i o n  w e re  b a s i c a l l y  m a n i f e s t e d :  o n e  sa w  i n  t h i s
a n  o u t l e t  t o  t h e  e c o n o m ic  c r i s i s ,  a n d  t h e  o t h e r  p o i n t e d  o u t  t h e  
d a n g e r  o f  e x h a u s t i n g  t h e  r e s e r v e s  a n d  i n c r e a s i n g  t h e  l i n k  w it h  t h e  
U n i te d  S t a t e s .
/(d) Manufacturing
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( d )  M a n u f a c t u r in g  r , r
D u r in g  1 9 7 7 ,  t h e  m a n u f a c t u r in g  p r o d u c t  i n c r e a s e d  b y  3% , a t  a  r a t e  
s l i g h t l y  a b o v e  t h a t  o f  t h e  p r e v i o u s  y e a r  w h ic h  h a d  b e e n  a ro u n d  2 .6 % .
H o w e v e r, t h e s e  r a t e s  w e re  f a r  b e lo w  t h o s e  a c h i e v e d  b e tw e e n  1 9 7 2  a n d  1 9 7 5 .  
S t a g n a t i o n  i n  t h i s  s e c t o r  o r i g i n a t e d  i n  a  r e d u c t i o n  i n  r e a l  dem and,  w h ic h  
b a s i c a l l y  a f f e c t e d  t h e  b r a n c h e s  p r o d u c in g  c o n s u m e r  d u r a b l e s  w i t h  a  d ro p  
o f  5% , t h e  d e c r e a s e  i n - i n v e s t m e n t  w h ic h  i n f l u e n c e d  t h e  p r o d u c t i o n  o f  
c a p i t a l  g o o d s ,  w h ic h  d ro p p e d  a ro u n d  1 0 % , a n d  t h e  s t a n d s t i l l  i n  p r o d u c t i v e  
a c t i v i t y  w h ic h  t o o k  th e . fo r m  o f  a n  i n c r e a s e  o f  o n l y  s l i g h t l y  o v e r  2% i n  t h e  
p r o d u c t i o n  o f  p r o c e s s e d  ra w  m a t e r i a l s  ( s e e  t a b l e  7 ) .
M a n u f a c t u r in g  a c t i v i t y  d e v e lo p e d  u n e q u a l l y  t h r o u g h o u t  t h e  y e a r ,  w it h  
t h e  r e s u l t  t h a t  w i t h i n - t h e  f i r s t  fe w  m o n th s  p r o d u c t i o n  d r o p p e d j w h i l e  a s  
f r o m  t h e  s e c o n d  q u a r t e r  i t  r e v i v e d .
Among t h e  s e c t o r s  p r o d u c in g  n o n -d u p a b le  c o n s u m e r  g o o d s  w h ic h  r e f l e c t e d  
t h e  d e t e r i o r a t i o n  i n  d o m e s t ic  d em an d , w as t h e  f o o d s t u f f s ,  b e v e r a g e s  an d  
t o b a c c o  s e c t o r  w h ic h  g e n e r a t e s  a ro u n d  32% o f  m a n u f a c t u r in g  o u t p u t  an d  
w h o se g ro w th  r a t e  d id  n o t  r e a c h  3% .' As f a r ; a s : c o n s u m e r  d u r a b l e s  a r e  
c o n c e r n e d  t h e  m o s t n o t a b l e  d e c r e a s e s  o c c u r r e d  i n  t h e  m a n u fa c tu r e  o f  
m o to r  v e h i c l e s  ( 7 % ) ,  d o m e s t i c  a p p l i a n c e s -  e x c e p t  f o r  s t o v e s  -  a n d  e l e c t r i c a l  
a p p a r a t u s e s .  I n  m o to r  v e h i c l e s ,  t h e  l a r g e s t  d e c r e a s e  w as i n  p o p u l a r - t y p e  
c a r s  ( 2 4 % ) ,  w h ic h  c o u ld  b e  a  sym ptom  o f  a  l o s s  o f  p u r c h a s i n g  p o w er o n  t h e  
p a r t  o f  t h e  m id d le  s t r a t a  o f  t h e  p o p u l a t i o n .  P r o d u c t io n  o f  c o m p a c t ,  s p o r t s  
a n d  lu x u r y  m o d e ls  o n  t h e  c o n t r a r y  i n c r e a s e d  ( 4 . 1 ,  1 2  a n d  7% r e s p e c t i v e l y .
Among in v e s t m e n t  g o o d s ,  t h e  i t e m s  m o s t  a f f e c t e d  w e re  t h e  p r o d u c t i o n  
o f  a g r i c u l t u r a l  m a c h in e r y  ( e x c e p t  t r a d t o r s ) w h ic h  d ro p p e d  t o  a lm o s t  h a l f ,  
t h e . c o n s t r u c t i o n  a n d  r e p a i r  o f  r a i l w a y  e q u ip m e n t ,  w h ic h  d ro p p e d  b y  2 9% , 




MEXICO* INDEXES OF MANUFACTURING PRODUCTION
Indexes (1970 a 100) Growth rates
' : r ' 1973 1974 1975 1976 1977a/ 1974 1975 1976 1977a/
1* Total
By branches of activity
122.4 129.9 135.2 139.0 143.2 6.1 4.1 2.8 3.0
Food« beverages and tobacco 111.6 115.0 121.7 125.0 128.5 3.0 5.8 2.7 2.8
Textiles 151.1 134.1 138.9 142.1 151.5 2.3 3.6 2.3 6.6
Footwear and clothing 128.0 131.3 136.9 140.3 152.9 2.6 4.3 2.5 9.0
Wood 107.2 117.7 124.4 126.3 138.3 9.8 5.7 1.5 9.5
Paper and paper products 114.7 128.7 i a .4 136.2 .143.2 12.2 -5 .7 12.2 5.1
Printing and publishing 112.6 120.1 128.0 136.1 125.6 6*7 6.6 6.3 -7 .7
Rubber products 126.0 127.9 143.2 162.0 142.9 1.5 12.0 13.1 -11.8
Chemical products 136.3 143.1 147.2 156.9 168.5 .5*0, 2.9 6.6 7.4
Non-metallio minerals 140.7 148.6 162.3 174.5 189.7 5.6 9.2 7.5 8.7
Basie metals industry 118.4 130.9 152.0 134.8 144.2 10.5 0.8 2.1 7.0
Machinery 121.7 129.0 136.3 148.7 151.2 6.0 5.7 9.1 1.7
Transport equipment 
By type of goods
1*10.5 169.4 178.1 157.1 135.4 20.6 5.1 -11.8 -13.8
Consumer goods 120.0 125.1 130.5 133.6 141.2 4.3 4.3 2.4 5.7
Non-durable 118.1 121.1 125.8 129.3 139.3 2.5 3.9 2.8 7.7
Durable 132.6 151.9 162.0 163.0 154.4 14.6 6.6 0.6 -5 .3
Raw materials 124.9 133.7 138.0 144.5 148.0 7.0 3.2 4.7 2.4
Capital goods 136.1 162.7 176.4 166.9 151.0 19.5 8.4 -5 .4 -9.5
2.  Some goods b/
Sugar 115.4 119.3 109.8 . 115.0 120.0 3.4 —8.0 4.7 4.3
Beer 119.9 135.4 136.0 132.7 148.9 12.9 0.4 -2 .4 12.2
Soft drinks .104.9 102.0 122.6 106.0 119.8 -2 .8 20.2 -13.5 13.0
Cigarettes and cigars
Tarns and fabrics of a r tific ia l
94.9 105.2 103.3 102.9 114.4 10.8 -1 .8 -0 .4 11.2
fibres 205.2 215.7 237.5 238.7 269.4 . ■ 5.1 10.1 0.5 12.9
tyres and tubes '130.8 136.5 151.2 179.7 162.0 4.3 10.8 18,8 -9.8
Manures and fertilizers 147.8 151.5 155.9 160.6 172.8 2.5 2.9 3.0 7.6
Basic chemical products 127.8 142.4 134.7 141.9 147.2 11.4 -5 .4 5.3 3.7
A rtificial fibres 184.3 194.7 222.9 242.3 261.6 5.6 14.5 8.7 8.0
Cement 136.3 147.5 161.7 175.2 184.2 8.2 9.6 8.3 5.1
Automobiles 140.3 172.0 166.1 150.7 139.8 22.6 « V* 0 •ir* -9 .3 -7 .2
Trucks 151.0 187.2 231.3 193.1 158.3 24.0 23.5 -16.5 -18.0
Sotircet CïPAL, on the basis of data supplied by the Banco de Mexico S.A. and other o fficia l figures, 
a/ Preliminary figures.
t>/ These goods accounted for around 20% of the total value of manufacturing production in 1970.
/The iron
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The iron, and st«aX;.4ndu»^9>/|ilic^^^8t^l^ qapacity, had been expanded 
conaidiapably in 1976when theLSzaro.-CÌJ^enasrLas Tcuohas plant came into . 
operation, grew by pearly ilfr* ?e highy^. rate .than that of the previous 
year (5%),. The relative laekof dynamism in this strategic sector was 
related to : the contraction .#f the .market, clpe to the parafysation of the 
construction sector».,and to-a low leye^'Of activity in the sectors producing 
metal articles and t^e raotprnvehicle industry , , The labour conflicts which 
affected the activity,of some enterprises^were^also °f ¡infleence* The 
low level of domestic demand, for iron .and steel products took the-form.of , 
an increase in the volume exported and,¿was also^¿manifested in the little 
use that was :made of the¡installed capacity. .
During the year the adoinistrativa reorganization of the three public.. 
enterprises producing: f?on and stee^ tc^K place, when they merged into a 
single company called“ §|DEBMEX, ; v -
. It is estimated: that- the manufacturing industry was not affected, by 
shortfalls in the supply»of inputs, xior -byr;tha lack of financing», which , 
increased -during the .year by . nearly» 40% . Medium and emalX industryand 
the enterprises producing basic.articles received special attention in 
terms of credit. , ¡- ■ ; .. -,
In c<xnpliaace with indxistrial. policy, a. seriey, of„ii^rtant measures 
was adopted in, 1977, outstanding among which was,the liberalization of 
external trade by means of the gradual abolition of the advance,permits 
required for the import of a considerably,number of. products». The decision 
to replace thy quantitative controls by the tariff is in keeping with the 
ecQnoraicpoliqy which aims at reforming the protectionist structure of the 
industrial sector with.a view, to activating a more efficient development.
The use of inport permits and secondly of the tariff as instruments . 
to safeguard domestic manufacturing output vis-à-vis external competition, 
came to acquire importance in the cqursy of three decades. However, the 
over-protection of industry which was necessary in a first phase of 
development» in thy long run proved to be-an inadequate instrument, 
particularly as the economic, system», hecaine more complex. In the first . ,
stage of. industrialization, protection .stimulated capital formation in..
ensuring high profit levels for the entrepreneurs, b.ut with the persistence
... . .. ~ ,, , ,/of excessive "
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of excessive and tmdiscriminatèd )protection; once certain industries were 
consolidated, distorsions appeared in the structure of 'production when the 
horizontal spread of the apparatus of production was encouraged and high 
costs and prices existed alongside little international competition^
the measure to liberalize external trade adopted'ih 1977, together 
with the revision of the tariff system and the setting up of the Comisidn 
de Arancelés ÿ Contrôles àl 'ComéE^ib^Sktérià^^tHQr'lMii considered the first 
steps towards modifying thé protèctiohiit machinery aimed at opening up 
the dofiestic market to some dègrèé Of competition which should^take the 
form of a more efficient industrial sector. '
Thus nearly half the 5,300 import fraction whichat the end of 1976 
were subject to control by the system of permits had been exempted. Other 
points of interest in the policy connected With the industrial sector were •< 
the re-establishment in selective form of fiscal stimuli to exporters of 
industrial products bÿ means Of the indirect tax refund certificates (CEDIS), 
which had been suspended on 8 September 1976 as a result of the devaluation 
of the peso, the granting of fiscal aid to snail enterprises producing 
socially andnationally necessary goods, by means of a subsidy of Up to:
40% of the general tax on imports of machinery and equipment, and the 
concession of credits for income tax to a value Of 10% of the investment 
in new machinery for industrial enterprises engaged in nationally ofr socially 
necessary'activity.
Mention should also be made of thé création of the Comité Especial de 
Precios y Tarifas del Sector Pûblico, which will aim at programming the 
development of the output of the State enterprises and will make recommendations 
on the prices and tariffs of the goods and services provided by theltt so as 
to avoid distorsions in their financial structure.
( e ) Construction v. -
Following its decrease of 2% during 1976, thé product of the construction 
industry again decreased bÿ 3%. ‘The poor performance by the sector was 
linked to the restriction on public expenditure - which was reflected in a 
decrease in investment 6/ - and to the reduction in the formation of' private 
capital, which was affected by the smaller real demand and by ths lack of 
adequate financing by the banks.
6/ The public sector contributes more than 50% to investment in construction.
/The drop
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The drop in construction activity affected the industries producing 
inputs (iron and steel and non-roetallic minerals). However, these in part 
offset the weakening of domestic demand by increasing their exports, 
especially of cement, which over the last year increased by slightly more 
than 400,000 tons to nearly 1,300,000 tons. On the other hand, since 
construction is. a typically labour-intensive activity, its decline had 
strong adverse repercussions on the levels of employment.
3. The external sector
During 1977 the external sector substantially modified the performance 
which had characterized it in recent years. The deficit on current account 
- which reached its highest level in 1975, when it accounted for 65% of 
foreign exchange earnings for exports, and which during 1976 decreased by 
16% - dropped in' 197? to slightly ovef half. Because of this, the balance 
on current account for that year only accounted for 23% of exports of goods 
and services (see table 8). The flow of short- and long-term capital, 
which increased vigorously during the present decade and in 1976 reached 
its highest level, dropped in 1977 to less than half. Gross international 
reserves, after decreasing by 315 million dollars in 1976, increased by 
470 million in 1977.
These more favourable features’ of the balance of payments in 1977 
were a result of the economic policy adopted during the year, the slow growth 
of economic activity, the increase in oil exports and the restrictions on 
the external market, and the devaluation of the peso which took place during
1976. .
The reduction of the deficit on current account was in fact related to 
the increase in exports as well as to the reduction in imports. The latter 
was due to a large extent to the slow rate of growth of the overall product, 





raocot balanceof payments 
(Millions of US dollars)
i-
1972 1973 1974 1975 1976 1977a/
Current account
Exports of goods and services 3 736 • 4 744 6 222 6 248 6 963 7 916
Goods F06 1 881 2 419 3 443 3 464 - 3 979 4 781
Services 1 855 2 325 2 779 2 784 2 984 5 135
Transport 79 135 182 181 201 270
Travel 1 «93 1 792 2 056 2 171 2 192 2 240
Imports of goods and services 4 016 5 236 7 765 8 625 8 349 7 666
Goods FOB 2 643 3 656 5 790 6 292 5-859 5 326
Services 1 373 1 580 1 975 2 333 2 490 2 340
Transport 179 292 439 527 532 490
Travel . 870 953 1 154 1 559, 1 441 1 330
Net payments of profits and interest on
foreign capital -700 -997 -1 447 -1 818 -2 173 -2 186
Profits: -435 -581 -794 -840 -916 -736
Interest -265 -416 -653 -978 -1 257 -1 450
Net private transfer payments 54 ' 66 100 114' 136 150
Balance on current account -926 -1 423 -2 690 -4 081 -3 423 -1 786
Capital account
Net external financing (a+b+c+d+e) 926 1 423 2 890 4 081 3 423 1 786
(a) Net external noncompensatory capital 1 214 2 184 3 687 5 571 5 724 •
Direct investment . »! . 457 678 609 .573.-1
Long- and medium-term loans 1 208 2 383 5 092 4 993 5 685 '
Amortization payments -609 -924 —640 -874 -1 179 / 2 256
Short-term liabilities 304 260 544 816 623
Official transfer payments 10 8 13 27 22
(b) Domestic non-compensatory capital or assets -274 -666 -378 -62 -1 100 ;
(c) Errors and. omissions 164 46 -381 -1251 .,-2187,. 1.
(d) Allocation of SDRs 42 - - - -  /
(e) Net compensatory financing
(minus sign signifies an increase) -220 -141 -38 -177 986 -470
Balanoe-of-payments loans« trade arrears«
IMF loans« and other liabilities of the 
monetary authorities «■ 671
Amortization payments - - - -
Variation in gross international reserves 
(minus sign signifies an increase) -220 -141 -39 -177 315 -470
Foreign exchange reserves 
(minus sign signifies an increase) -190 -154 -78 -229 17
Gold reserves
(minus si®» signifies an increase) 12 13 41 - 200
SDRs
(minus sign signifies an increase) -42 - -1 52 98
Sources« 1972-1976» CEPAL, on the basis of data from the International Monetary Fimd;
1977« CEPAL, on the basis of official data, 
a/ Preliminary figures.~ /The rate
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■•■The rate of growth of the quantum of expqrts (-9%,) was basically due 
to the increase in exports ; of.petroleum by-products (53%) , since the 
increase in the volume of the remaining products was very small (2%). This 
weak response by exports, following a change in parity of nearly 80% and 
an additional improvement in the earnings of the exporting sector as a 
result of the réintroduction of the indirect tax refund certificates, was 
affected by the decrease in the rate of economic activity of the industrialized 
countries and the.increase of protectionist practices in them.
The devaluation of the peso had an adverse effect on the earnings 
generated by the sub-contracting enterprises and in frontier transactions.
In the first of these cases, the. increase in minimum .wages in national . 
currency which followed the devaluation in the main points of the northern 
frontier - 35% between August 1976 and December, 1977 - because, of the 
sharp rise in exchange rate became a .decrease in dollar,wages of around 
26%. This in turn contributed to a reduction of 3.5% in earnings in foreign 
currency by the süb-contraeting industries although,there was an increase 
of 12% in the personnel employed in them. Witp regard to frontier transactions 
although it is a fact that the, devaluation slowed the constant increase in 
outflows of currency, it is also true, that in view of the low price-elasticity 
of external demand for national goods and services, the income generated by 
them was reduced, despite the drop in their prices expressed in dollars.
The reduction in the : net inflow of capital from abroad -.of which 
the public sector absorbs the greater part - was the result of an increase 
in amortization payments, which nearly doubled compared with 1976, and the 
payment of the short-term capital which had to be resorted to in order to - 
cover the large outflow of capital which took place, in.the last months of 
the year.
(a) The current account •
As has already been said, the situation of the current account improved 
appreciably in 1977 with the reduction of 48% in the deficit of the previous 
year. This favourable performance was the result of an increase of 20% in 
the value of exports of goods and a reduction in imports of around 9%.
However, net earnings from the sub-contracting industries and frontier 
transactions dropped compared with the previous year (by 3% and 10%
/re sp e c tiv e ly ) and
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respectively) and income from tourism increased hardly at all. The rapid 
growth of payments of external capital in recent years slowed down, both 
because of the reduction of the growth rate of interest on official debts 
- which was 22% in 1977 compared with an average of nearly. 50% during the 
period 1973-1976 - and because of the drop in the reimbursement of dividends 
abroad. :
(i) Exports of goods. The 20% increase in the current value of exports 
of goods was linked to increases of mbfe than 9% in their volume and in their 
prices (see table 9).
If, however, exports of crude oil are discounted, the growth rate of 
the quantum exported is considerably smaller. As has already been said, 
this very weak response to the modification of the exchange rate of the 
previous year may have been influenced notably by the restriction on external 
demand caused by the reduction in the rate of economic activity in the 
industrialized countries*
Exports of fuels and lubricants which had been acquiring momentum since 
1974, increased by 67% in value and 53% in physical volume. As a result of 
this their relative share in the' total value of exports increased from less 
than 17% in 1974 to 22% in 1977, and they became the main export products 
(see table 10).
A great many agricultural producers benefited from excellent international 
prices, which was why, despite the drop of 3% in the volume exported, the 
value in dollars generated by exports increased by around 14%. Sales of 
coffee beans increased by 27%, while their volume dropped by 36%. During 
1977, both the volume (30%) and the value of exports of tomatoes increased 
sharply, while their markets were diversified, mainly because of the growth 
of exports to Canada.
Coffee and tomatoes would seem to occupy the second and third places 
respectively among the main export products; coffee generates 11% and 
tomatoes 6% of the total value of exports of goods. Exports of cotton 
decreased, however, both in volume and in value, because of a price drop in 
the second half of the year. Lastly, fruit, pulses and vegetables which in 
recent years had gained ground in external trade, once more increased both 




MEXICO« HAIR INDICATORS OF FOREIGN TRADE
1972 1973 1974 1975 1976 1977a/
Growth rates
Exports of goods
Vali» 24.9 ' 28.6 42.3 0.6 14.9 20.2
Volume 20.6 6.8 0.0 -2.6 1.6 9.3
Unit value 3.6 20.4 42.3 3.3 13.Ó 9.9
Inports of goods
Value a.3 38.4 ; 58.4 8.7 -6.9 -9.1
Voltane 17.8 18.5 21.7 -0.4 -10.4 -11.8
Unit value 3.0 16.8 30,1 9*0 4.0 3.0
Terms of trade 0.5 3.1 9-4 -5.2 8.7 6.8
Indexes (1970 « 100)
Terms of trade in goods 99-0 102.0 111.6 105.7 114.9 122.7
Purchasing power of exports of goods 124.1 136.5 149.3 137.7 152.1 177.5
Purchasing power of exports of goods 
and services 120.7 135.8 143.4 131.8 140.3 152.0
Source« CEPAL, on the basis of official data.
/Table 10
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Sable 10
ffiXICO» VALUE AND BREAKDOWN OF EXPORIS OF GOODS
Millions of dollars Percentagebreakdown Growth rates
1975 1976 1977a/ 1975 1977 1976 1977a/
total 2 993 3 433 4 170 100.0 lOQ.O 17.7 a . 5
Agricultural and forestry predicts 673 951 1 081 22.5 25.9 41,3 13.7
Stock-raising and fisheries a s 283 342 7.2 8.2 31.6 20.8
Fuels and lubricants 467 553 922 15.6 22.1 18.4 66.7
Minerals 450 426 423 15.0 10.1 -5.3 -0.7
Manufactures 1 186 i as 1 499 39.6 33.6 2.7 14.9
Others 2 2 3 0.1 0.1 - 50.0
Source» CEPAL, on the basis of official figures» 
a/ Preliminary figures»
/Although extern al
Although external demand generally restricted the volume of minerals 
exported, their perfomance in 1977 was uneven. Although during 1977 the 
export volume of sulphur,, fluorite and-sine decreased, the value of exports 
decreased only in the case of the last-mentioned product*- Copper, lead and 
salt, on the contrary, .increaseji.both the volume and the value of their 
exports. This meant.that the overall value of exports of minerals nearly 
remained constant in current prices, while the quantum decreased by around 
16% (see., table 10).
Despite the iniprovement in the relation between domestic and external 
prices owing to the effect, of, the devaluation of the peso and the 
réintroduction of the CEDIS, exports of manufactures showed a moderate 
growth of slightly over 7% in terms of quantum. The reduction in the domestic 
demand for some products, such as construction materials and cement, made 
larger exports possible while the decrease in domestic sales of motor- 
vehicles led to a slight drop in exports of vehicles and parts with the 
reduction in the export requirements to which the assembly plants are 
subject under the industrial integration policy.
Among manufactures with increased eaqjorts were by-products of the food 
industry (frozen strawberries, pineapple in syrup and processed pulses, 
vegetables and fruits), and among the manufactures whose exports decreased 
most were garments, cotton fabrics and manufactures of henequen.
(ii) Imports of goods. The value of imports of goods dropped by 9% and 
their quantum decreased by nearly 12% (see tables 9 and 11). This took place 
despite the large increase in the value of imports of consumer goods, mainly 
as a result of purchases of wheat and maize to offset the shortfall in 
national supply. During 1977, these imports accounted for 56% of external 
purchases of consumer goods, compared with 35% the previous year.
The quantum of imports of intermediate goods, however, dropped by 10% 
and imports of capital goods by 25%, mainly because of the slow growth 
rate of economic activity and the reduction in levels of investment.
As a result of the restrictive policy, the imports made by the public 
sector dropped by *+% and those of the private sector dropped even more 
sharply (12%) (see table 11).
/Table 11
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Table 11








Millions of dollars Percentagebreakdown Growth rates
,1974 1975 1976 1977a/ 1974 1977 1975 1976 1977a/
802 921 291 508 13.2 ' 9*3 14.8 -68.4 74.6
f 2 367 2 756 2 5^ 47.6 46.0 16.4 -8.3
/ 5 255 < 2 892 2 555 2 092 28.2 38.1 -U.7 -18.1
400 428 360 11.0 ’ 8.2 -14.4
6 037 6 580 6 030 5 488 100.0 ' 100.0 8.6 ‘ -8.4 -9.0
2 202 2 496 2 15$ 2 065 36.4 37.6 13.4 -13.8 1 -4.2
3 655 4 082 3 87$ 3 423 63.6 62.4 5.9 -5*1 -11.7
Source» CEPAL, on the basis of official figures, 
a/ Preliminary figures.
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dii) Tourism. The net surplus in tourism increased by 18% as a 
result of a sharp drop in outflow of currency (15%). This was mainly due 
to the modification of the exchange rate and to, a lesser extent to the low 
level of economic activity. Earnings increased by slightly over 2%, far 
below the 19% achieved on average during the period 1970-1974. Furthermore, 
in 1977 tourists showed a tendency to cut down their average stay from 
11.3 days in 1976 to 10.4 days. However, average daily spending increased 
by nearly 8% compared with 1976, and reached 25.6 dollars per person per 
day. The number of tourists, however; only increased by 4%, This slowing 
down in tourist activities despite the lowering of costs implied., in the 
devaluation, was to be explained in part;by the economic situation in the 
United States. It is, however, estimated that the investment of 5,400 million 
pesos programmed in tourism over the next two years will make it .possible 
to stimulate :this activity.
(b) The capital account
Turing 1977/ the characteristics of the capital account varied compared 
with those of 1976. Net inflows .of capital in the short- and long-term, 
which during the decade had been increasing to varying degrees dropped 
sharply and for thè first time (54%); the outflow of capital not stated in 
the balance of payments, which had begun in the last months, of 1975 and had 
acquired considerable impetus in 1976 when it reached more than 2,500 million 
dollars, stopped and reached only slightly over 200 million dollars. Gross 
international reserves, which in 1976 had dropped by 315 million dollars, 
increased in 1977 by 470 million.
The public sector,.which had become the main user of the foreign 
credit in the short- and long-term, reduced its demand in 1977 in accordance 
With the ; policy to contain the expansion of the fiscal deficit and reduce 
external indebtedness.7/ External long-term financing of the public sector 
therefore decreased by 8% when amortization payments doubled and exceeded 
the moderate increase (15%) of the measures.; , Owing to the high rate of
If It should be borne in mind that during the year the pressures which 
before and after the modification of the exchange raté Sad obliged 
the private sector to have recourse to external credit on large
ecala coased.
/am ortization  and
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amortization and the interest accrued,.the servicing of thedebt increased 
by €0% compared with the prévious year and amounted to nearly 3,900;million 
dollars. The servicing of the debt accounted for 50% of the income in 
current account - the highest itt-the present decade - since it had. been 
only 18% in 1974 (see table 13).: .v >
As a result Of the- Jwstructuring of the public debt, short-term 
liabilities which had increased by 81+3 million dollars in 1976 decreased 
by 950’million in 1977, thus inodi^ying ths structure of the external private 
debt of which liabilities cam® to account for 12% compared with 19% the 
previous year. >
As a result of the slow growth of economic activity andthe reduction 
in the speculation stemming-from the modification of the exchange rate, 
external financing for the private sector decreased by nearly 360 million 
dollars, while in 1976 it had increased by 800 million. Direct foreign 
investment decreased by nearly 15%; the long-term credit of, enterprises , 
with foreign investment decreased by slightly over 60%, and that of other 
enterprises Wore 'than doubled capital outflow... -With regard to short-term. 
capital,, the change was drastic since liabilities which had increased by , 
580 million dollars in 1976 dropped by 280 million•in 1977.3/
(c) External trade policy
During 1977, the external trade policy-had basically two objectives:/^ 
to promote eîports, giving special importance to exports of manufactures, 
and to reduce,the control of imports with a view to liberalizing external 
trade in the medium-term.
Among the methods aimed at strengthening exports of manufactures was 
the réintroduction, as from 1 April, of the direct tax refund certificates 
(CEDIS), which had been" suspended when the exchange rate of 12.50 per dollar 
Was abandoned. Thé new régime for granting these certificates included some 
important changes, among which was’the. reduction from 40% to 30% of the 
content of national Origin required to obtain this;incentive and the annual 
increase in exports as a basis for granting the refund.
8/ On the, be^is of data from thé. Informe Anual 197T of thè' Banco de




MEXICO« INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars)
• -V ■ ...
1972 1973 1974 1975 1976 1977a/
Balance of external public debt ■
total 5 065 7 07b 9 975 14 449 ' 19 600 22 912
Medium- and long-term ■ A 322 "v 5 732 7 961 11 612 15 923 20 185
Agricultural'activities ‘ 6 "• 101 190 704 1 418 1 888
Energy •1 668 2 064 2 918 4 223 5 091 6 685
Industry 556 764 I OSS 1 839 2 711 3 174
Transport and communications 495 995 1 225 1 479 1 ? a 1 909
Construction 33 124 a 6 317 496 692
Other activities 320 *73 602 1 039 1 102 1 701
Federal government 824 1 a i 1.775 2 Oil 3 364 4 137
Short-tenp x m 1 M 2 837 3 677 2 727
Agricultural activities 389 s a 852 5a 756 684
Energy 14 157 65 .291 394 87
Industry 216 . 274 456 606 1 638 684
Constriction a 22 29 6 126 173
Other activities 103 365 592 1 413 1 363 1 099
Servicing of external debt : k • «
total 767 1 224 1 150 1 657 2 419 3 837
Interest payments 262 379 589 851 1 266 1 542
Amortization payments 505 845 561 806 1 153 2 295
Servicing of external debt as a 
percentage of exports of goods and 
services a . 26 18 27 35 48
Source« CEPAL, on the basis of figures supplied by the Ministry of Finance and Public Credit and the 




With regard to imports, measures were adopted in connexion with a 
large number of tariff fractions of the general import tariff, liberalizing 
them from the requisite of a prior import permit.9/
Among the most important trade agreements was that with the United 
StatesJtowards the end of the year,, .governing trade to a value of around 
100 million dollars, and preferential tariff treatment with scaled tax 
reductions in six stages for Mexican products. Mexico will mainly sell 
fruit and pulses, and import precision instruments, engines, proteins, 
vegetable products and tools. Unlike what usually happens with, the 
Generalized System of Preferences of the United States, the concession? 
obtained cannot be suspended unilaterally.
4. Prices and wages
(a) Prices and the anti-inflation policy
During 1977, a moderate increase in prices, larger than that of the 
previous year, was recorded. On average, the national consumer price index 
rose by 29.1% compared with 15.8% in 1976, while the wholesale price index ' 
in Mexico City practically doubled its annual average variation when it 
increased from 22% in 1976 to 41.2% in 1977 (see table 13). This trend may 
be attributed in part to the devaluation of the Mexican peso, which became 
a mechanism for propagating the increase in prices initiated years before. 
Although the main repercussions of the devaluation were felt in the last 
four months of 1976, they continued until after the first half of 1977, 
although with less intensity.
9/ As from 25 May, the Comisiôn de Aranceles y Contrôles al Comercio
Exterior came into operation in order to study, project and propose 
general criteria and specific measures in connexion with tariffs, 
and recommend the relevant modifications in controls on the imports 
and exports of goods.
/Table 13
-  625 -
Sable 13
. MEXICO! EYOWJÏIDN OF PRICESAND WAÇE3
.1973 1974 .1975 1976 1977
Annual averages-(1970 * 1 0 0 )  aI
Wholesale price index in Mexico City 123.4 151.2 167.1 204.3 288.4
Consumer articles 123.9 152.8 17D.6 208.0 295.0
Food 124.6 155.3 : 174,7 208.2 292.6
Non-food 122.0 146.7 156.0 207.4, 300.2
Articles for production 122.7 148.4 162.1 198.2 277.8
National consumer price index 124.0 153 .4 ' 176.4 204.3 ‘ 263.8
Food, beverages and tobaccos ‘ 126.1 163.8 ' 184.4 207.9 267.3
Clothing, footwear and accessories; . 132.3 155.9 178.1 a 4 .5  ; 287-9
Gross rents, fuels and street-lighting 120.7 134.1 153.3 180.7 219.1
Real minimum wage index 99.8 ; 112.9 113.7 123.6 1^22.4
* Annual average variation
Wholesale price index in Mexico City 15.7 22.5 10.5 22.2 41.2
Consumer articles 14.6' ■ * 23.3 11.4 22.2 41.8
Food . : . 1 5 . 5 . 24.6 12.5 19*2 . 40.5
Non-food 13.1 20.2 8 .2 30.6 44.7
Articles for production 17.9 -v ' ' 20.9 9»2 22.3 40.2
National consumer price index - 12.0 23.7 15.0 ‘ 15.8 ■ 29.1
Food, beverages and tobaccos 15.8 . v 29.9 ■ . 12.6 ,12.7 28.6
Clothing, footwear and accessories 17.8 14.2 20.4 34.2
Gross rents, fuels and street-lighting 11.1 14.3 17i9 21.2
Real minimim wage index v • : - ■' 13.1 ’ 0 .7 8 .7 -1 .0
Variation December1 to December
Wholesale priée index in Mexico City ' ' >'■ 25.2 ■' 13.3 13.4 45i9 18.1
Constater articles 23.8 ; 15.3 14.2 41.5 23.5
Food 26.3 15.6 15.3 36.8 25.4
Non-food 17.9 ■ 12.2 11.3 38.3 21.0
Articles for production . 27.6 10.1 12.0 53.3 9.7
National consumer price index . 21.3 20.6 -, 11.3 27.2 20.7
Food, beverages and tobaccos 27.5 23.1 10.1 22.2 21.6
Clothing, footwear and accesories 16,4 t 12U 37.1 24.5
Gross rents, fuels and,, street-lighting , . . 9 .5  . 15.0 20.0 25.0
Real minimum wage index ... 16.3 «•10*2
So greet CH>AL, on the basis of data supplied by the Banco de Mexico, S.A. and the National Commissionon Minimum 
W a g e s i . ' ■ 
a/ Original base year« consumer prices, 1966; vhciesalè'prices,1954 endmSMmum wages, 1970*
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The evolution of prices betwéén December 1976 and December 1977, 
however, showed a-tendency to slow down. During this period consumer 
prices increased by 20.7%, a rate lower than the 27.2% recorded in 1976, 
and wholesale prices reduced their growth rate fixan 45.9% in 1976 to 
18.1% in 1977.10/
The smaller increase in prices during 1977 should be attributed 
basically to the progressive disappearance of the direct effects of the 
modification of the exchange rate and the decrease in domestic demand as 
4 result of the low rate of dynamism seen in a great part of economic 
activity, and especially the restrictive nature of the wage policy and 
public expenditure. The freezing of prices of goods and services of 
public enterprises with a large multiplier effect (electrical energy and 
petroleum by-products) also had its effect. Lastly, the moderate increase 
in the guarantee prices of the main basic agricultural products for domestic 
consumption also contributed to containing the growth of prices, although 
it had adverse effects on the supply of these goods.
The items of the national consumer, price index which grew more than 
the general average were: foodstuffs, beverages and tobacco (21.6%)V clothing, 
footwear and accessories (24.5%), and rents, fuels and street-lighting (25%). 
With regard to foodstuffs, the most notable prices-increases were in soft 
drinks, fruit, coffee, and especially milk,,bread and eggs which are of 
great importance in consumption. The index was also affected by the rise 
in cigarettes, sugar and tortillas, which was authorized at the end of 1976 
and thus affected prices in 1977.
With regard to rents - which in 1976 increased less than the général 
index their sharper increase during 1977 was the effect of the delay in 
their response to the impact of inflation, because in order to increase 
rents fixëd-term contract modifications are required. The increases in the 
land tax also affected this item.
10/ This difference in performance may be explained by the fact that in
1976 the most important price increases took place in the last months 
of the year, so that they only moderately affected the average increase 
in prices. However, since 1977 began with a high index level, and 
sinee during the entire year there were continuing increases in 
prices - although less intensive than in the last months of the 
previous year - the annual variation more than exceeded that of 1976.
/Telephone and
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Telephone and federal road and bridge tariffs and the« price of 
liquid gas also increased considerably; however, gasoline continued to be 
sold at a price ̂ low,the i n t e r n a t i o n a l , V  ,,
In consumer prices* the. most iffippntsntincrease p/ccupred during the 
first quarter of the year (when more than one-third of the annual increase 
in these prices tOok place); they then, slowed down during, the second quarter 
with a further rise during the third quarter and lastly, a loss of dynamism 
during the fourth quarter despite the traditional end->of-year. increases.
In wholesale prices , .the roost- important increases were in consumer 
articles, and in particular, npn-processed foodstuffs (28.?%) and- household 
articles (36%). Manufactures, however> increased moderately (9.7%) in 
contrast to their sharp increase the preyipus year (53.3%).
During 1977 there was an»important turnabout in the price policy, 
tendingtowards liberalisation., Jn the;middle of the,year, as a first 
atteinpt, Government control over prices and. production quotas in the 
motor-vehicle industry was abolished..
In October, the Decree which: provided for the creation of the Comisidn 
Nacional de Precios 11/ revoked the decrees of 1974 and 1976; these.had 
constituted the backbone of the national. Bystem of price control and indicated 
maximum limits for the prices of 273 articles and three services. Once 
this ceiling was abolished, only 64 lines of products,for industrial 
consumption, remained imder control; the;rest were liberalized as from 
1 February 1978. These measures, and* .others which affect the industrial 
sector (reduction in tariff protection and abolition of import,permits), 
were inspired by the aim of restablishing the free play of supply .and demand 
within specific limits,:and by reducing State intervention in some areas.
Among the short-term measuresaimed at slowing down inflation, the 
Government tightened .up its contacts with the entrepreneurial -sector.12/
11/ A body whose basic function will be to study and propose maximum prices 
for articles-of general ¿consumption* ,
12/ A decree of January 1977 established a series of stimuli for the
production and distribution of 90 basic consumer products. Although, 
despite the stimuli offered, the reduction in the prices of the basic 
commodities would’,affect the ihwfit miar'gin of producers and distributors, 
this drawhadk cotild be dbviatedi by iricfeasihg thd prices Of non-basic 
commodities. Of the 90 basic articles, the measure took effect on 
37, prices of which dropped by 10%.
/ ( b )  Wages
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(b) Wages and employment
In Î977twocircumstances eanie irito play which affected broad 
layers of the population - the stagnation in economicactivity led to 
a reduction in employment and the 'wage policy took the form of a decrease 
in wages in real terms.
the drop in employment was reflected in an increase in the rate of 
open unemployment - which preliminary estimates give as more than 9%, 
exceeding the rate of nearly 7% recorded the previous year - and an 
increase in underemployment - which according to partial indicators 
affected 46% of the economically active population in 1977.13/
Manufacturing, which could have been a key sector for the absorption 
of surplus manpower in the agricultural sector, had its capacity to 
generate employment reduced by a 1.6% cut in the personnel employed.
The industries in Which this phenomenon was most in evidence were 
the manufacture and repair of motor vehicles (-15.6%), the construction 
and repair of railway equipment (-13.6%), the manufacture of tyres and 
tubes (-4.1%), and yarns and fabrics (-3.6%). Unemployment was also 
influenced by the crisis in the construction sector. ■>'
With regard to wages, the policy varied in 1977 compared with that
observed in previous years - whèn thé objective was to bring the purchasing; 
power of the workers up to the level of the price increase - and became ah 
instrument to contain inflation oh the basis of restrictions on wage
readjustments and the weakening of real demand, the application of this i
type of policy was possible owing to the structuré and mode of operation : 
of the trade union apparatus, and also because the increase in the pate 
of underemployment and unemployment beCame more pronounced .'during' the 
year and resulted in an increase of labour supply. ^
As a consequence of the above, in January 1977 minimum wages rose 
10% in the strata where remunerations were less than 100 pesos per day 
and 9% in those receiving a larger sura. The"increases in the wages of
13/ Data obtained from an interview ip the Secretariat of tabqvgp.'. arid 
Social Security, Department of the .Public Employment Service.
/tra d e  union
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trade union workers 14/ fluctuated around these percentages and nevèr 
exceeded 15%* ■ ■ ' -
Since the increase in prices was much more pronounced between December 
1976 and December 1977, real wages decreased by 10%. Taking.annual 




The subordination of the exchange policy.to the process çf creating 
and consolidating new growth patterns was reflected - in present 
circumstances when there-wepe still, tensions and adjustments of forces 
unleashed when the fixed exchange rate.was abandoned in the maintenance 
of the regulated floating system of the exchange rate and, the gradual 
removal of inflexibilities in other economic, orientation, machinery and 
instruments, such as interest rates and the traditional methods of controlling 
money supply. ...
As a result of . the course chosen, and the attitude of mistrust with 
regard to the peso in, the first months of 1977, and in view of the 
implications which a traditional tendency for liquidity to expand would 
have had in this seriously unstable situation in the country in the last 
months of 1976 and the early months of 1977, monetary policy occupied a 
noteworthy place in the implementation of Government programmes. It should 
also be pointed out that from another standpoint its role was reinforced 
by the establishment of closer co-ordination .with fiscal policy.
Vis-à-vis the cautious increase, in money wages and in view of the 
persistent, lack of reaction of private investment, an endeavour was made 
to reduce the inflationary repercussions of the -1976 devaluation by 
attempting to discourage transfers of income which might have, adverse effects 
on the strata with least resources which could affect the system of wages 
agreed upon with the labour sector* -
14/ The economically active population which receives minimum wages
(around 2 million persons) is made up of free workers or workers who 
da pot belong to any workers* organisation. The wages of the trade, 
union workers are governed largely by.the collective work contracts 
negotiated in the course of the year.
/It is
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it is, however, probable that there was an underestimation of the 
capacity of domestic credit to expand the supply of jobs or incentivate 
production by means of monetary support to enterprises which in many 
sectors had been affected by fairly considerable problems of. liquidity.
The figures mentioned below confirm that during the first half of the 
year the financial block became extremely substantial in some cases, 
although it should be recalled that it was not easy to encourage a very 
flexible supply of credit in view of the fact that the system of financial 
intermediation lost importance and the public tended to reduce their 
investment in national currency.
In a broader perspective, the monetary policy system tried out in 
1977 should be described as an endeavour to reach a closer link between 
the process of real investment and the availability of resources from the 
real savihgs of thè population or external Investors, by simultaneously 
building-up thè capacity of the financial intermediation apparatus on a 
large scale.
During 1977, various measures and activities were put into practice; 
they tended in particular to conserve stability - particularly by reducing 
the pressure of public expenditure on the expansion of primary money - attd 
also to achieve a more efficient performance of the typical functions of 
intermediation by the banking system;' an endeavour was also made to establish 
a clear differentiation between thè money and capital markets and to 
encourage the largest possible inflow of capital to the banking system, 
simultaneously attempting to Steer towards national currency the domestic 
savings which had been tending towards assets in foreign currency. Although 
these priorities were a constant of thè policy followed throughout the year, 
they combined with other types of activities which tended to expand more 
in terms of financing, which only emerged in the last quarter, as the 
difference created between the community's saving potential and the 
availability of resources in banking circles could be narrowed.
Important among the first type of measures was the issue of petro bonds 
and silver coins 15/ and the arrangements regarding the cash reserves of the
15/ Which also should be considered as a means of tapping the resources
available in foreign Currency.
/banking system
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banking system made in the first four months. These measures were not 
simply a means of regulating the financing of the Government’s overall 
deficit based on pre-existing monetary resources and aimed at reducing 
potential inflationary tensions; as the marginal rates were simplified 
and the average rate reduced, the readjustment made tended above all to 
make this procedure of regulating monetary supply more flexible and to 
give rise to someextent to a more immediately available credit in the 
economy.
Although they did not come into opération in 1977, mention should 
be made of the creation of treasury certificates, an instrument which is 
already in 1978 making it possible to*carry: out open market operations 
and facilitate non-ihfiationary resources to the Federal Government, and 
act as an indicator of the level of the discount rate in the market.
With regard to the strengthening of the financial system, the measures 
adopted should be considered in conjunction with other parallel objectives 
which, generally speaking, tend to increase bank savings (especially in 
national currency) and to strengthen the inflow of loanable funds to the 
system. During the month6f May the system of interest rates was revised 
as a form of repairing thè damage caused by inflation in investors’ earnings, 
and à procedure was laid down for converting money and mortgage bonds in 
circulation into term deposits with interest rates which varied according 
to the period of duration of the deposit. Ceilings were established for 
the interest rates, making it possible for the conditions of supply and 
demand to determine the real levels in such operations. Similarly, in 
the measures aimed at intensifying savings in pesos, specifically with regard 
to the gradué! elimination of the money and mortgage bonds, the criterion 
which prevailed was to rectify the lack of an adequate differentiation in 
the financial system between the money and capital markets. This problem 
made it difficult for the authorities to be able to channel savings towards 
long-term financing* The measure of restricting the reception of dollars 
in deposit to the finance departments only may also be included among these 
general objectives.
/The ideas
The ideas adopted -ixv stimulate* the inflow of externaldFunds - apart 
from those tapped by meatís of foreign bank credits and to reduce as ;far 
as possible speculation in the exchange market, basically consisted in 
linkihg thè interest rate on the term^deposits to that of the bondon 
eurodollar market - situating, it daily 1% above the rate established in 
this market - and transferring to the Banco de México the exchange risk 
implicit in loans in national currency affected from deposits made by the 
borrower himself in foreign currency. This latter mechanism tended to reduce 
the scarcity of credit in national currency.
Although-it is true that the progressive expansion of credit reflected 
the recovery taking place in the liabilities of the banking system, it is 
equally true that some measures taken by the Banco de México speeded up , 
this process in part as the priority aim was achieved. In addition to the 
instruments mentioned, the Banco de México granted facilities to the banks 
of thè system to pay the special loans which had to be made so as to deal 
with the severe crisis of the withdrawals at the end of 1976;; they were 
also to reduce the cash reserve corresponding to the deposits in national 
currency - jointly with the increase in the reserves in foreign currency - 
with a view to liberating funds to attend to medium and small; industry, 
and to create a line to attend to the demand for credit for basic com m odities.
The total resources tapped by the banking- system increased during 
1977 at a rate of 27%, discounting the effect of the revaluation of the 
exchange rate. This increase, higher than that of 24% recorded in 1976, 
conformed to the noteworthy increase in the procurement achieved by private 
and semi-public institutions (35.5%) which participate with around 50% of 
the system’s total procurement and which, in 1976 had only achieved an 
increase of 6% (see table 14).
If tapping is,analysed; by type, of currency, it may be seen that in 
national currency it increased in 1977 at a rate of 27%, while in foreign 
currency, still discounting the effect of the revaluation of the exchange
r a t e ,  it increased at a rate of 29%*
/Table 14
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Sable 14
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Sourcet CgAL, on the basis of figures supplied by the Banco de Mexico, S.A. 
a/ Excluding inter-bank operations.
b/ Shese figures exclude the effect of modifications to the exchange rate, 
c/ Preliminary figures.
d/ Excludes results, reserves and other liabilities.
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The situation changes if instead of taking into account the total 
liabilities in national currency, only non-monetary procurement in pesos 
is considered (factors of absorption of the monetary balance), aiid if from 
procurement in foreign currency are deducted the loans by foreign banks 
to credit institutions in order to study more clearly the behaviour of 
the public. With these data it.may he seen that non-monetary procurement 
in pesos increased by 27% in 1977, while in dollars it amounted to slightly 
over 71% (see table 15). There was thus a change (from 16% to 20.5% between 
1976 and 1977) in the share of foreign currency in the total resources tapped 
by the banking system.
It should, however, be made clear, that although the process of 
conversion to dollars of the economy continued in 1977, it is also true 
that this process lost impetus in thé last months of the year, while it’ was 
considerably less than in 1976, when the factors of absorption in dollars 
increased nearly 120% while those in national currency increased by barely 
0.3% compared with the balance of the previous year.
If the total tapping of resources throughout 1977 vis analysed, it may , 
be seen that during the first quarter the inflow of funds increased at 
monthly rates of nearly 3%, while the inflow in national currency showed 
a slightly downward trend. These increases, combined with the lack of 
dynamism of the financing conceded by the banking system during the quarter, 
would explain in part the reduction in the money supply, and must have 
contributed to slowing down the increase in consumer prices. The national 
consumer price index did indeed undergo a reduction in growth from 3.2% 
in January to 1.7% in March, partly because pressure on the supply of goods , 
and services had been reduced with the channelling of the purchasing power 
of private persons towards the acquisition of assets in foreign currency and 
to a lesser extent in pesos.
The decreasing trend in the procurement of national currency lasted 
until April and May, and then there was a fairly regular increase for the .. 
rest of the year. This process was considerably influenced by the series 
of monetary and credit policy measures adopted by the Central Bank, the 
main objective of which was to increase the procurement of pesos and avoid 
flooding the system with dollars.
/Table 15
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Table 15 
MEXICOs MONEÎARÏ BALANCE
Balances atend of each year 
(billions of dollars) Growth rates
1973 1974 1975 1976a/
1977
a/b/ 1974 1975 1976 1977b/
■toney 80 97 118 155 195 22.0 21.3 30.9 26.2
Currency outside banks 34 *3 52 80 88 i 24.9 22.4 52.8 10.2
Deposits on current account 46 54 66 75 107 19.9 20.5 13.5 43.3
Factors of expansion 275 329 412 478 627 19.6 25.1 16.1 31.1
Domestic credit 303 374 596 753 23.5 27.7 24.8 26.3
Government 109 143 191 249 323 31.0 33.5 30.6 29.6
Enterprises and individuals 194 231 286 346 430 19.4 24.1 a . o 24.0
International reserves 17 W 19 18 29 3.0 9.9 -5.9 59.3
less» Bank loans from the exterior 
to credit institutions o / 14 62 ' 84 136 155 40.5 36.3 60.3 13.9
Factors of absorption ' 193 221 277 304 408 14.4 25. 3 9.8 ’ 34.1
National currency 177 204 254 255 324 15.1 25.1 0.3 27.0
Savings dèposits 17 20 24 25 35 20.4 19.6 5.5 40.6
Fixed interest instruments 118 lia 186 166 188 18.8 32.0 -10.8 15.7
Other hon-monetary liabilities 42 43 ’ 45 65 101 2.3 5.2 43.2 55.7
Foreign currency 17 18 23 19 64 7.2 27.0 117.4 71.3
Checking and savings accounts 6 5 6 13 17 -11.0 10.9 128.2 35.4
Bonds and debentures 4 3 7 24 43 -3.9 104.0 242.5 82.6
Other non-monetary liabilities 7 9 10 12 » 26.7 7.8 25.4 86.6
Other assets and liabilities (net) -2 -10 -16 -19 -24
Source» CEPAL, on the basis of figures supplied by the Banco de México, S.Á.
_a/ Excluding the effect of the modification of the exchange rate in 1976 and 1977* 
b/ Preliminary figures«
c/ These loans are considered as a factor of negative expansion, since they are resources which for the most part 
directly finance credit to the government«
/D espite t h i s ,
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Despite this, liabilities in dollars continued to increase rapidly 
until the month of August, when their growth dropped during the rest of 
the year as can he seen from the fact that between January and August 
around 90% of the total of dollars for the year were tapped.
This development in the tapping of national and foreign currency 
meant that totals increase«! as from the month of June, coinciding with 
the increase in financing channelled through the banking system - which 
betweén June and December accounted for approximately 80% of the annual 
total - and with the attenuation of the inflationary process which could 
be observed as from May, except in the months of August and September.
Total financing increased in 1977 at a rate of 26% (discounting the 
revaluation due to the modification of the exchange rate) (see table 14).
Of this increase, around 40% corresponded to the Government which, as in 
the two previous years, showed a growth rate higher than that of the 
financing received by enterprises and private persons. As may be seen 
from table 15, the financing received by the Government increased by 30%, 
while that received by enterprises and private persons increased by 24%.
Although the increase in financing in 1977 was greater than in .1976, 
its importance throughout the year was fairly irregular, since a sharp drop 
was to be observed in the first half of the year, a moderate reduction in 
the following three months, and a notable expansion in the last quarter 
of the year.
During the first half of the year, financing increased ,around 8% in 
terms of the balance at the end of 1976, while wholesale prices increased 
by 12.5% and consumer prices by 11.2%. At the end of the third quarter, 
credit already showed a dynamism which made possible to attenuate the 
disparity between its growth and that of prices (up to September credit 
increased by nearly 15%, while prices rose by nearly 17%); ip the last 
quarter financing grew notably, with the result that its increase (26.3%) 
was ultimately larger than that of wholesale and consumer prices (wholesale 
prices increased by 18.1% and consumer prices by 20.7%).
It may however be said that the financing granted in 1977 was 
restrictive, if the annual averages both of financing and of prices are 
considered, since while the annual increase in financing was 23.2%, wholesale
/p r ic e s  increased
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prices increased on average by 41.2%, which added to the real growth of 
the product (2.5%) would give a nominal increase of the order of 44%, 
nearly doubling the increase in financing already referred to.16/
With regard to international reserves and loans by foreign banks to 
credit institutions, it may be seen that the former increased by nearly 
60% in 1977 in contrast to the reduction of 6% of the previous year, while 
loans by foreign banks to credit institutions - which are considered as 
a negative factor of expansion since they are resources the majority of 
which directly finance Government credit - only increased by 14.1% when in 
1976 they had grown by 60%, without taking into consideration the effect of 
the revaluation of the exchange rate (see table 15).
In view of the above, during 1977 the factors of monetary expansion 
increased by 31% as a restilt of the increase in banking credit (26%), the 
recovery of the international reserves (59%) and the limited growth of 
loans by foreign banks to credit institutions (14%). The factors of monetary 
expansion thus increased less than the factors of contraction (34%), and 
the result was an increase of 26% in the money supply. This increase was 
in its turn less than that of 31% recorded in 1976, which was to contribute 
to the drop in the growth of the price indexes of December 1976 to 
December 1977.
According to the fragmentary information available, among the economic 
activities which most benefited from bank financing during 1977 were trade, 
agricultural activities and processing industries. The credit received by 
these sectors between December 1976 and December 1977 increased at rates of 
43% for trade, 42% for agricultural activities, and 39% for processing 
industries (all of these far above the increases of the prèvious periods)
(see table 16).
(b) Fiscal policy
Public expenditure slowed down notably in 1977, and with the increase 
in current earnings this meant that the budgetary deficit of the Federal 
Government became stabilized at the absolute level achieved the year before.
16/ This percentage is less drastic if the calculations are made on the 
basis of consumer prices, where the combined increase of consumer 
prices and the product is 31.6%.
/Table 16
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.Tablé 16 ■' ■<,
M3XIC0»BANK CREDIT RECEIVED Bï ENTERPRISES' AHD INDIVIDUALS a/ ,
Belanoe at and of period 
(billions of pesos) Growth rates
1974 1975 1976b/ 1977b/ 1974 1975 1976 1977
Total 203 m - - 295 : ’ 385 a . 6 a . 6 19.6 ~ ÉÀ
Primary activities 37 42 49 95 30.4 14.3 • 16.7 40.4
Agricultural 34 38 - 44 63 29.6 12.6 16.5 42.4
Mining and others ’ 3 ’ ' 4 5' 6 ’ 41.4 34.9 19.6 ' 20.6
Industry 93 115 132 171 18.4 23.5 15.0 29.4
Energy 16 16 17 17 -7.5 -2.4 5.8 -0.6
Manufacturing 56 71 88 122 30.2 28.3 23.5 38.9
Construction a 28 27 32 16.0 31.1 -1.4 17.5
Public housing ' 6 '■ 7 ■ 9 \ ' 9 .. 8.7 20.2 20.2 -0.4'
Serviced and other activities 31 40 59 70 17.6 29.0 47.3 19.9
Commerce' ’ ‘ ' 36 42 46 66 28.4 17.9 8.4 43.1
Source» CEPAL, on the basis of official figures.
a/ Includes enterprises owned by the public and private sectors, 
b/ Excludes the effect of the ̂ edifications to the exchange rate.
/Excluding the
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Excluding the amortization of the debt, the total expenditure of the 
Federal Government increased by 29% at current prices, which represented 
a drop in real terms if the effect of 1;he price'ittcreases is'left oat 
(see table 17). " ’ ~ '
Current expenditure, however, increased by 39%, especially as a
result of the growing importance of interest (¡owing to the accumulated 
effect of indebtedness and the revaluation resulting from the new exchange 
raté) and of transfers, which incréased by 44% and 55% respectively.
Expenditure on administrâtiôn increased by only 23%, however, which meant 
a reduction in real terms, excluding the effect of the prices.
The heavier constraint on expenditure was seen in net capital 
expenditure which barely increased by 9%"at current prices.
Current income showed a notable increase’ (40%), mainly because of
the automatic expansion of assessable income owing to the increase in
prices and to a lesser extent the growth of economic activity and the 
changes made in some direct and indirect taxes.
Among the most important fiscal changes were the establishment of an 
additional tax on the extraordinary gross profits of commercial and industrial 
enterprises and the heavier taxation on luxury consumption.17/ The tax 
system of PEMEX on the production of petroleum and its by-products was also 
modified. The modifications on the system of income tax on physical persons 
include the deduction of taxes from incomes of less than 7 thousand pesos.
The rise in income from external trade (64%) as a result of the higher 
levels achieved by exports as a consequence of the new exchange parity and 
the improved international prices of some products also contributed to increase
-current income. . ......-
Income from direct tax collection increased by 41% (whereas in 1976 
it had increased by only 33%) and indirect taxes recorded an increase of 
38% (far higher than the 23% recorded in 1976)* - ;
17/ This was done by increasing the rates of taxes on such goods as cars 
and their accessories, motocycles, precious stones, fur clothing, 




MEXICO» ACTUAL BUDGET INCOME AMD EXPENDITURE Of THE FEDERAL GOVERNMENT
Billions of pesos Growth rates
1973 1974 1975 1976 1977a/ 1974 1975 1976 1977a/
Current income 52.2 72.0 102.6 134.1 188.2 37.9 42.5 30.7 40.4
Tax 48.0 67.2 96.2 125.0 177.3 40.1 43.1 29.9 41.9
Direct b/ 27.0 36.8 49.8 66.3 93.1 36.4 35.? 33.1 40.6
Indirect 17.1 25.4 37.5 46.2 63.7- 47.9 48.1 23.0 37.9
Foreign trade 3.9 5.0 8.9 12.5 20.5 31.1 75.8 41.1 64.3
Non tax 4.2 4.8 6.4 9 a 10.9 12.6 33.6 , 43.0 19.1
Current expenditure 48.0 68.2 92.6 125.5 173.9 42.1 35.7 35.6 38.5
Administration 21.7 ' 28.4 43.6 57.0 70.0 30.9 53.4 30.7 22.8
Interest e/ 7.3 10.7 12W) 22.7 32.8 46.2 21. 7 74.9 43.8
Transfers and other current 
expenditure 19.0 29.1 36.0 45.8 71.1 53.3 23.5 27.4 55.5
Saving on current account 4.2 3.8 10.0 é 6̂ 14.3 -10.2 166.3 -14.8 67.9
Net capital expenditure d/ 31.6 35.0 52.1 64.5 70.6 10.7 48.8 23.9 8.9
Real investment 20.8 22.0 34.3 39.7 5.7 56.0 15.7 000
Financial investment 4.2 : 5.5 7.3 13.7 29.5 32.7 87.8 0 0 0
Liquidation of previous 
debts 8.0 ' 8.1 10.8 12.5 12.4 2.4 32.7 15.9 -0.7
Other capital expenditure 
(net) -1 .4 -0.6 -0.3 -1.4 m _
Total expenditure d/ 79.6 103.2 144.7 190.0 244.1 29.6 40.1 31.4 28.5
Actual budgetary deficit d/ 27.4 31.2 42.1 55.9 55.9 13.9 34.6 33.1 -0.1
Source» CEPAL, on the basis of figures supplied by. Banco de Mexico, S.A.
a/ Preliminary figures, 
b/ Includes outlays for work.
e f Includes expenditure in connection with the debt.
d/ Excludes debt amortization bet includes the liquidation of fiscal debts from previous years.
/The r e s u l t s
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The .results of. the .inccsne and expenditure policy .adopted reflect - 
the considerable increase in savings on current account which rose by 
68%, inverting-the decrease of 15% of the previous year.
In contrast with the rapid increase which the real budgetary deficit 
of the Federal Government had shown over the previous five years, in 1977 
it became stabilized around 56 thousand million pesos, and the deficit 
dropped to 3^5% of the gross domestic.product after reaching 4.2% in 1975 
and 4.6%.in 1976» v-
. > Aqcording to the preliminary data available,18/ the public sector 
- which includes the Federal Government, the enterprises and agencies whose 
budgets are controlled and uncontrolled, and.the State financial intermediaries 
resorted in 1977 to both internal and external financing, to a sum of nearly
125,000 million pesos, of which 55% came from abroad.
The use of net external financial resources, therefore, came to nearly 
3,300;million.dollars, representing an increase of 15% compared with the 
balance of the debt at the end of 1976, and situated within the programmed 
marginsof indebtedness with the exterior; The structure.of debt was also 
notably modified, when the debt contracted for periods of. less than a year,, 
was reduced by slightly over* a quarter,;and this meant a relative alleviation 
of the pressure;from the -short-term liabilities . While on 31 December 1976, 
therefore, the balance Of the debt for periods of less than a year accounted 
for 19% of the total debt, at the.end of 1977 this proportion had dropped to 
12%. , ■ ■.• ■ ■ , ■ -
With regard to the structure of.the debt, the energy sector accounted 
for 29% of the total- which indicates the growing need for financial 
resources on the part of Petróleos Mexicanos - and was followed in decreasing 
order by the Federal Government-with a. share of 18% and-the industrial sector 
with a share of 14.9%. 1 -
. Within the framework of; a five-year>economic and social development 
strategy whose main objectives in the mediumrterm are to achieve the sustained 
growth of production through the mobilization of real resources which will 
make it possible to cut down high existing unemployment and strengthen the 
role of the State in the development process the spending budget of the 
Federation for 1978 was published in December 1977.
18/ Data supplied by the Banco de México, S.A.
/The im m ediate
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The immediate aims of the public sector's spending programmes for 
1978 were to reactivate the economy and create sources of employment by 
resorting to specific programmes oft the basis of establishing an order 
of priority arid keeping the process of inflation and the monetary and 
financial diseqttilibria under control.
In accordance with the criteria of equilibrium, the expenditure' 
budgeted for 1978 amounts to rather more than 912,000 million pesos; this 
represents an increase in current prices of nearly 24%, compared with 
1977. If it is considered that the rate of inflation has been dropping, 
and reached an annual growth rate of 18% in 1977, it may be assumed that 
the expenditure programmed implies a real, increase in public spending .
Under current expenditure, only the increase in resources which is absolutely 
necessary for the adequate functioning of the different public bodies and 
para-State enterprises is considered. However, an increase of 31% is 
anticipated for public investment, basically aimed at the sectors considered 
strategic - the agriculture and forestry, fisheries, petroleum and basic 
petrochemicals sectors, electricity and capital goods - of which the energy 
sectors have top priority in 1978 and throughout the five-year period. , .
Once the liabilities stemming from the debt and the shares of states and 
municipalities have been deducted, the industrial sector will as a whole 
absorb 57% of public investment resources, while 18% of this spending will 
be channelled towards the agricultural sector.
The statute on the income of the Federation for the financial year 
1978 also programmes an approximate Sum of public sector current and capital 
income of around 621,000 million pesos. With regard to the collection of 
taxes, income tax - the most important item - is expected to yield around
113,000 million pesos, this increase depends on the improvement of the 
systems of collection, and of tax administration and control, rather than 
on the reform of methods of taxation, which it has been considered prudent 
to postpone until the economic and social system improves. ;
/NICARAGUA
NICARAGUA.
, • r î* The overall picture
In 1977 Nicaragua's economy showed a growth rate of 5.5% or slightly 
over the 1976 rate (see table 1).
Thé greatest dynamic impulsé stemmed from external demand, particularly 
owing to the marked improvement in the terms of trade, since the volume of 
external sales declined. This decline was basically due to adverse wèather 
conditions and the appearance of pests Which affected coffee and cotton, the 
main export crops.
Another factor which to a certain extent influenced the overall growth 
of the economy was the expansion of public expenditure, on both fixed 
investment and consumption, and thé significant increase in fisted investment 
in the private sector. Furthermore, there was a considerable increase in 
stocks of goods which, like the increase in fixed investment, was reflected 
in imports. In addition, an appreciable proportion of total investment, 
largely of the public sector, increased.the country's external indebtedness, 
the servicing of which will have an impact on the balance of payments in the 
near future.
Owing to the favourable world prices in the early months of 1977, the 
shortfall in the domestic supply of export commodities - mainly coffee and 
sugar - did not affect the current value of external sales of goods which 
went up by 114 million dollars. Thé rise" in imports, however, increased the 
current account deficit on the balance of payments to morethan twice the 
previous year's figure, i.e., from 72 to 154 million dollars. This plunged 
the country once again into the deficit situations that had characterized 
it-.during the most intensive stage, of reconstruction following,the 1972 
earthquake in Managua. Another factor contributing to the external deficit 
was the net outflow of private capital. This began in the second half of the 





NICARAGUA* MAIN ECONOMIC INDICATORS
1972 1973 1974 1975 1976 1977a/
*• Basic economic indicators
Gross domestic product at factor cost
(millions of US dollars at 1970 prices) .841 883 997 1 016 1 069 1 128
Population (millions) 2.10 2.17 2.24 2.32 2.40 2.48
Per capita gross domestic product 
(US dollars at 1970 prices) 400 407 445 *38 446 455
Short-run economic indicators 
Gross domestic product
Growth rates 
3.2 5.1 12.9 1.9 5.2 5.5
Per capita gross domestic product -0.1 1.7 9.2 -1.4 1.8 2.1
Gross income b/ 5.6 4.3 12.2 -2.8 12.2 9.8
Terms of trade , 10.4 -4.6 -4.3 -19.2 31.7 17.0
Current value of exports of goods 
and services- 42.2 9.6 29.1 1.1 37.3 18.8
Current value of iuports of goods 
and services 10.8 58.9 56.2 -9.5 4.2 29.4
Consumer price index 
December to December • •O • ••' 1.9 6.2 10.2
Variation between annual averages «**’ t • •• 1.0 2.8 11.4
Money 24.2 54.6 11.8 -3.5 25.5 5.0
Current income of government 0.2 43.7 45.7 -3.1 15.4 15.3
Total expenditure of- government 11.9 27.0 70.3 5.9 4.3 34.0
Fiscal deficit/total expenditure of 
government c/ 30.4 21.3 32.6 37.2 30.5 40.2
External sector
Trade balance (goods and services);
Millions of dollars
' 51 -77 -214 -148 -3 -67
Balance on current account . 19 -83 -266 -195 -72 -154
Variation in net international reserves .24 60 -28 38 23 -26
External debt »5 347 503 644 691 836
a/ Preliminary figures.
b/ Gross domestic product plus terms-of-trade effect. 
o f Percentage.
/ I n  o rd e r
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In order to lessen the external deficit, recourW was had to greater 
exterhal borrowing and to ihternationàl reserves, whibh dropped iri net terms 
by 26 million dollars.
1 A particular féaturë of the public finances was'-the marked growth òf the
fiscal deficit which doubled the 1976 figure. It amounted to about 8% of the
gross domestic product and 40% of central government expenditure. This
evolution was the result of a 34% increment in public spending, which easily
exceeded the 15% increase in current income (see table 1).
The lower rate of expansion of income was due tò the stagnation of
revenue from direct taxes on income. Furthermore, indirect taxes on imports
gréw by a stoállef volume than the tax on purchases since most òf thesè were
made by the public sector.
Ceritral government capital exipenditure increased by 45%. To finance
this, récourse was had to external loans, partly through international
commercial banks, which accentuated the trend observable for some years
tôwàrds'a bigger share of private loans. In its turn, the total extèrhal
public debt guaranteed by the State “Tóse by nearly 21% to around 840 million
dollars at the end of'the ÿéarV
In the monetary field, the Central-Bank was able to reduce the growth
rate of thé money supply ffcom 25% in 1976 to 5% iti 1977’ by measures sùch as
restrictions on rediscount opérations and a more active sale of stabilizing
bonds at rates ‘similar to those paid on thé world market.' The purpose of
these measures was to contain the Upsurge of inflation that might result
from the expectations of a year of favourable export prices and the considerable
increase in public 1 spending.
With the repeal of the Emergency Economic Law in February 1977, prices
were freed and this measure contributed to a price increase of 16.2%, thus
exceeding the previous year’s rise of 6.2%. In contrast, the' Government
adopted a policy of wage restrictions which, in part, led to a deterioration
in the real income of wage-earners. Thus, 20% of the economically active
population affiliated to the Nicaraguan Spcial Secwity Institute and
consisting mainly of Urban workers eocpérìéncèd a drop of 1.5% in their real
average-wage’., ; .-ft ■ ■ -
' » ■
/M o reo v er, in
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Moreover, in the agricultural sector where there is considered to be a 
high level of underemployment, the rural workers had to face problems caused 
by the drought and pests affecting mainly subsistence agriculture. In short,
in spite of the fact that the rate of economic growth exceeded the population
growth rate, its effects do not seem to have benefited the bulk of the 
population.1/
2. -Recent economic trends
(a) Total supply and demand
. In 19.77 the volume of imports of goods and services increased at an
exceptional rate X21%). As a result, the rate of growth of total supply was 
also very high and easily exceeded that of the gross domestic product 
(see table 2). The rapid expansion of imports also helped to raise the 
import coefficient (35%) toone of the highest levels in Latin America in 1 9 7 7.
On the demand side, the main dynamic factor was investment which
increased at the exceptionally rapid rate of 46%. This increase was largely 
due to the notable expansion of public investment which after a very significant 
increase in 1976 rose, according to official figures, by 54% in 1977. A 
large, part of this investment, however,, was used for the purchase of road- 
building and maintenance machinery and equipment, and a high proportion has 
not yet been utilized sq that its effects on the expansion of production 
capacity have probably not yet.been felt. Another part of public investment 
was channelled into the construction of public buildings to replace, those 
destroyed by the earthquake in .1972.
Total investment by the private sector also grew at a high rate (40%), 
Nevertheless, two-thirds of this increase was due to the accumulation of 
stocks, the changes in which were 10 times those recorded in 1976. Productive 
investment in machinery and equipment absorhed only one-fifth of this increase 
and the, rest was assigned to, construction (see table,3).
1/ It is estimated that 90% of rural households have an average monthly 
income of about 100 dollars, and for 82% of urban households it is 
less than 2Q0 dollars. In contrast, 8,500 Nicaraguan.households 
(2.4% of the total) have a monthly income of over 700 dollars.
(Unpublished survey carried out by the Statistics.and Census Office ‘ 
pf Nicaragua.)
/Table 2
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NICARAGUA» TOTALSUPPLJf AND DEMAND
Table 2




1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Total supply 9 599 £780 10 665 129.2 135.1 -4.6 4.0 9.0
Gross domestic product at market
prices 7 111 7 483 7 894 100.0 100.0 1.8; 5.2 5.5
Imports of goods and services b/ 2 288 2 297 2 771 29.2 35.1 -20.3 : 0.4 20.6
Total demand 9 599' 9 780 10 665 , 129.2 135.1 -4.6 4.0 9.0
Domestic demand 7 353: ■ 7 612 8 567 102.5 108.5 -7.0 3.5 12.5
Gross domestic investment 1 131 1 301 1 898 18.6 24.0 -39.9 15.1 45.8
Gross fixed investment 1 256 1 272 1 660 16.4 21.0 -6.9 1.1 30.2
Construction 645 682 757 6.5 9.6 2.2 5.9 10 w9
Machinery and equipment 611 \ 903 9.9 11,4 -14.9 -3.3 53.1
Public 420 506 780 9.9 4.0 20.5 54.2
Private 837 ' 768 ; 880 1141 -11.3 1 -8.2 14.6
Changes in stocks -125 29 238 2.2 3.1 .-
Total consumption 6 219 6 311 6 669 83.9 84.5 3.2 1.5 5.7
General government 712 869 9.6 11.0 14.7 -1.5 21.9
Private 5 499 5 599 5 800 74.3 73.5 2.0 1.8 3.6
Exports of goods and services b/ 2 046 2 168 2 098 26,7 26.6 5.2 5.9 -3.2
Sources« 1970-1976« CEPAL calculations on the basis of figures supplied by the Central Dank of Nicaragua;
1977« CEPAL estimates on the basis of official data.
a/ Preliminary figures.
b/ The figures for exports and imports of goods and services were taken from balance-of-payments data expressed in 
dollars at current prices, which were converted to constant 1970 values by deflation, using prioe indexes calculated 
by CEPAL for the purpose. ' ;■■ ■
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NICARAGUA: TOTAL ®OSS INVESTMENT
Table 5
Millions of cirdobas at 1970 prices Growth rates
1970 1971 1972 1973 1974 1975 1976 1977a/ 1971 1972 1973 1974 1975 1976 1977a/
T o tal gross investm ent 1 012 1 045/ 703 1 401 1 882 1 131 1 301 1 898 3.4 -3 2 .8 99.4 34.3 -3 9 .9 15.1 45.8
C onstruction 355 371 402 467 631 645 682 757 4 .6 8 .4 16.1 35.2 2 .2 5 .9 10.9
Machinery and equipment 537 550 417 656 717 611 590 903 2 .5 -24 .3 57.4 9 .4 -1 4 .8 -3 .5 53.0
Changes in  stocks 120 124" ; -116 279 534 - I S 29 238
P riv a te  investm ent 785 748 ¿22 1 046 1 478 711 796 1 118 -4 .8 -4 4 .8 153,3 41.3 -5 1 .9 11.9 40.5
C onstruction 135 127 128 191 320 293 261 320 -5 .9 0 .8 49.6 67.6 —8 .4 —4.2 14.0
Machinery and equipment 531 497 401 576 624 544 487 560 -6 .4 -19 .2 43.6 8 .4 -1 3 .0 -10 .5 15.2
Changes in  stocks 120 124 S- l l6 279 534 -125 29 238 1
Public investm ent 226 298 290 356 404 420 506 780 31.6 —2.6 22.6 13.6 3 .9 20.5 54.3 CD-P
0 3
1C onstruction ; 215 239 270 269 300 341 392 426 11.2 12.7 -0 .3 11.5' 13.8 14.8 8 .6
Machinery and equipment 11 58 20 86 104 78 114 354 435.0 -65.4 328.0 20 .0 -24 .7 45.3 211.9
Source: CEPAL, on the basis of figures supplied by the Central Bank of Nicaragua, 
a/ Preliminary figures.
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Thus the appreciable expansion of investment, both public and private, 
failed to reflect a comparable increase in production capacity in the
short term..  7.” ’ ' '.""V
^!iew by 5.7%i-a higher rate than in the previous 
yeai decisively s'tiEmulated by-the ^OMidfiable increase in government 
consumption.- This grew by 22% owing to the larger volume of purchases of 
goods and services, since expenditure on personal services remained 
practically at the-1976 levels. The grOtfth rate of private consumption also 
exceeded the 1976 rate. This expansion was partly due to the higher rate of 
spending by the high-incotae strata, as is bOrae out by an analysis of the 
structure of imports of consumer goods in which purchases of consumer 
durables predominated.
In contrast, the volume of exports of goods and services which in 
previous years had grown at a higher rate than domestic demand, declined by 
a little over 3% in 1977 (see table 2).
(b) Sectoral development
The relatively favourable evolution of the gross domestic product was 
basically due to the growth- of manufacturing (6%K construction (11%), 
electricity, gas and water,(12%) and commerce and finance (5%) (see table 4)..
(i) Agriculture; The agricultural seetor expanded at'a rate of nearly 
3% in 1977, which was less than the rat#-3?ep6i^ed in tbe p^vious year (4%). 
This lower rate of growth was basically due to the slowing-down of crop 
farming whose growth rate dropped from 3.5% in 1976 to 1.4% in 1977, while 
the sectors carrying less weight in the total (iivestoclc production and 
forestry) expanded very slightly over 1976.
The performance of agriculture was influenced by weather factors 
(mainly drought) and pests which affected the coffee and cotton crops in 
particular and did not permit full advantage to be taken of the favourable 
world market situation for these commodities that prevailed at the beginning 
of the year.
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NICARAGUA* CROSS DOMESTIC PRODUCT, EX KIND OF ECONOMIC ACTIVITY, AT FACTOR COST
Table 4




1975 • 1976 1977a/ > 1970 1977a/-- 1975 1976 1977a/
Agriculture 1798 1 871 1 922 27.0 , 26.6 3.4 4.1 -.o 2.7
Mining 27 20 - ■ 18 ; 0.7 0.2 -20.7 -25.0 -11.9
Manufacturing s 1 270 1 304 1379 . 19.2 19.1 2.4 2.6 5.8
Construction 339 359 39? ? 3.5 5.5 2.2 - M .  ■ ■. 10.7
Subtotal goods ; 3 434 3 554 3 716 50.4 31*4 > ;IMiW -2.6 : ; 4.6
Electricity, gas and water ' 121 151 169 1.7 2.3 -, ■ 16.0 ' 24,6 12.2
Transport, storage end eoamunications 376 400 416 5.8 5.8 -1.4 ,, 6,4 4.1
Subtotal basic services *97 551 ■ ■ 585 7.5 . 8.1 2,0 4.7 6.5
Conmerce, financial institutions 
and insurance 1 337 1 448 1 524 20.5 a . i -2.3 8.3 5.2
Real estate b/ 328 347 370 7.1 5.1 6,0 5.7 6.7
Community, social and personal 
services ¿ f 946 980 1 030 14.6 14.2 10.6 3.6 5.1
Subtotal other services 2.611 2 775 2 924 42.2 40.4 1.5 6.3 5.3
Total sross domestic product d/ 6511 6 851 7 227 100.0 100,0 M 5.2 5.5
Sources» 1970-1976» CEPAL calculations on the- basis of figures supplied by the Central Bank of 
1977» CEPAL estimates on the basis of data from the same source.
a/ Preliminary figures.
b/ Ownership of dwellings only. 1
o f Also includesrestaurants, hotels and business services.
i f  A s the individual activities and the totals ware calculated independently, the sum of the former does not 
correspond exactly with the later.
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The attractive world prices of cotton during the sowing period and at 
the end of 1976 (about 80 US cents per pound) led to a 7% increase in 
cultivated area. Nevertheless, the draught that affected the northern part 
of the country reduced the harvested area and at the same time caused a great 
incidence of pests. This kept the yield per manzana at 10 quintals of ginned 
cotton, whereas in normal periods it fluctuated around 12 quintals. The 
harvested output (some 3 million quintals of ginned cotton) was considered 
to have been 47% less than ejected.
The production of coffee was slightly below the 1976 level owing to 
strong winds which lashed the plantations during the flowering stage and 
despite the policy of renewal and improved management of plantations initiated 
in earlier years. The high prices encouraged producers - with financing from 
the Special Development Fraid (FED),- to introduce new techniques in coffee- 
growing in the form of improved fertilization and control of pests, such as 
the red blight which infested the Pacific region. This outbreak - the first 
of its kind in Central America - was combated vigorously. The cost of the 
eradication campaign in 1977 was H  million dollars, of which 5 million were 
financed with a ioand from the Central American Bank for Economic Integration. 
This programme arrested the spread of the disease, although it is too early 
to know* whether it has been completely ..eradicated.
The production of sugar cat» decreased slightly compared with the high 
levels reached in 1976, even though the: area sown was similar to that 
cultivated in 1976. The explanation of this trend- lies; both in the decline 
in world prices which induced farmers. to harvest only part of the area sown, 
and in, the drought which damaged the unirrigated plantations.. Furthermore, 
the projects for the expansion of sugar refineries were suspended pending 
the stabilization of prices which is expected to result from the ratification 
of the National Sugar Agreement negotiated in October 1977.2/
2/ At the end of December 1977 Nicaragua had not yet ratified the 
International Sugar Agreement as envisaged but expressed its 
intention of implementing it provisionally*
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On the other hand, the prografiSae of diversification of agricultural 
commodities for export permitted an increase in the area Under cultivation, 
thé principal crops being bananas and Havana tobacco. ;
Among the basic grains for domestic consumption, the crops showed 
contrasting trends* While the production of rice rose by about 20%, that ’ 
of beans fell by> nearly 27% and that of maize and; uorghua remained at the" 
same level, affected by the drought which Was responsible for low yields 
in the spring harvest and significant declines during the subsequent sowings. 
Added to this were the low prices paid to producers and the increase in the 
area sown to ¡cotton at the èxpènsé of that used for basic grains •.
Livestock production grew more rapidly (6%) than crop farming, but thè 
steady declinein World beef prices during thè major part of the ÿeàr 
discouraged thè raté of slaughtering for export. With the slight upturn in 
world prices at the end of 1977, however, slaughtering was reactivated ib J 
order to fill the United States export quota of 50.7 million pounds.
Forestry in its turn, remained practically at a standstill owing to 
the indiscriminate exploitation of commercial fbrests, which àirè clearly 
being depleted, and to the fact that the new concessions are" in arèas of
difficult access by land. '
Lastly, the fishing activity grew at a low rate (1.3%), similar to
that of the preceding year. The shrimp and lobster Catches Were destined 
almost exclusively for export (80%) and their volume' represented about 
one-third of all fishing activity.
’•Government policy' in 1977 was to design and instrument a network of 
agenbiës which, onoe In full operation, woiild make it possible to -increase- 
the productivity and income of small- and medium-scale farmers and to 
divernify production for export. These include the Nicaraguan institute of 
Agrarian Technology (INTa ) whosè main goals are thè extension and spread Of 
staple crops and the generalized use of improved coffee seeds. Six model 
farms have already been established under this programme. Added to this was 
the emphasis placed in 1977 on combating the red blight affecting coffee.
t, .
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The Peasants1 Welfare Institute continued its policy of granting 
municipal credit to small population centres for development purposes 
“ (sevrefiage, drinking waiter supply and prdyisioh pf materials for the 
construction of roofed-in markets,etc.), loans to small-scale producers 
.and technical assistance for diyersiiying production, supplying inputs and 
facilitating marketing jointly with the National Institute of Foreign and 
Domestic Trade (INGEI). In 1977 this institution doubled its volume of 
operations in relation to the previous year, reaching the sum of 20 million 
cdrdobas.
The National Agrarian Institute (IAN) proceeded with the Rogoberto 
Cabezas land settlement project (Phase I) in the south-central region of 
Nicaragua. The first stage placed particular emphasis on maize, beans and 
rice crops and pasture for livestock. At present, in Phase II, the cultivation 
of pineapples and yucca is being introduced. Moreover, it is planned to 
increase the land settlement area by further clearing, opening up roads and 
providing facilities for the construction of dwellings.
In 1977 the financing programmes were also extended to cover the cotton 
and coffee crops. In the former ease, the Banco Nacional continued to finance 
nearly all the sowings; in the second case, the Special Development Fund 
provided support for part of the improvement programmes in co-operation with 
coffee-growers through the reinvestment of profits in order to reach a future 
yield of 15 quintals of coffee per cultivated manzana. In turn, the amount 
of credit disbursed by the public sector and specifically assigned to short­
term agricultural production was 42% higher than in the previous year; 70% 
of this credit was allocated to cotton, coffee and sugar cane, and only 30% 
to basie grains for domestic consumption.
(ii) Manufacturing. The value added in the manufacturing sector grew 
at a rate of nearly 6% (see table 5). This expansion was due to the growth 
of domestic demand and was basically the result of the greater use of 
installed capacity, since no major investment was made in new industries in
1977. Under the head of beverages, however, a new brewery entered into 
operation; in the metal products branch the plant of the INCA enterprise for 
manufacturing wire rod was expanded and the production of chemicals was 
stimulated both by the expansion of the PVC plant and by the greater demand 
for fertilizers and insecticides as a result of the increased area sown to 
cotton.
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Table 5
NICARAGUAt INDICATORS OF MANUFACTURING PRODUCTION
M illions o f cSrdobas Percentage
a t 1958 p ric e s  breakdown a /
1974 1975 • 1976 1977 1970 1977 1975 1976 1977
Food 463 536 547 567 40.2 36.2 15.8 2 .0 3.8
Beverages 109 117 133 150 7 .7 9 .5 6^> 13.5 12.6
Tobacco 65 66 81 87 4.8 5 .5 1 .4 22.6 6 .4
T ex tile s 90 92 97 92 5.8 5 .9 2 .8 5 ,5 -5 .2
Footwear and c lo th in g 43 41 47 . 46 4 .9 2 .9 —4 .4 14.4 -2 .1
Wood and cork 78 69 66 70 3.6 4 ^ -12 .1 -4 ,6 6 .7
F urn itu re 13 13 ' 14 ; 15 1 .3 0 .9 -3 .0  , 7 .0 8 .8
Pulp and paper 23 23 26 30 1 .1  - 1 .9 - 0 .9 13.4 13.7
P rin tin g  and publish ing 28 29 30 ' 34 2 .6 2 .2 • '• 2 .5  " ' 4 .5 14.0
Leather products V.; 8 ■ 10 9 ' 9 , 1.1 0 .6 15.5 -7 .2 4 .4
Rubber products 5 ; 6 6 0 .5 0 .4 5 .9 5 .6 10.5
Chemical products 155 141 147 . 156 8 .0 9 .9 -9 .1 4 .0 6 .4
Petroleum -prodants . . 44 : 50 54 60 • 3.1 3 .8 14.3 7 .6 11.6
N on-m etallic «Liberal products 104 88 99 . 106 5mO 6 .7 -1 5 .3 12.5 6 .9
M etal p ro d u c ts ' ' 103 81 63 76 5 .3 4 .8 -21 .8 -2 1 .4 18.9
Machinery cbd e le c tr ic a l and - . -
ro n -e le c tr.l \*i v x tic le s 24 29 28 28 1 .5 1.8 21.6 -3 .5 0 .7
T ransport «jiip® ent 4 6 7 6 0 .3 0 .4 27*9 , 20.0 -7 .6
Other 34 31 51 33 3.2 2 .1 r8 .6 1 .3 6.1
T otal ■ 1JS93 1 427 1 485 1 571 100.0 100.0 2 .4 4.1 5 .8
Source: C entral Bank of.N icaragua»
&/ The s tru c tu re  and ra te s  were ca lcu la ted  on th e  b a s is  o f th e  ac tu a l fig u re s , no t rounded«
/F o od  p r o c e s s in g ,
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Food processing, which represents over 34% of the manufacturing value 
added, recorded a lower growth rate (3.8%) than the average for the whole 
manufacturing sector. The dynamism of the manufacture of dairy products was 
due to the increased installed capacity of the milk powder processing plant. 
Other items in process of expansion were animal feed, edible oils and fats, 
canned fish and processed vegetables. These increases however, were partially 
counteracted by the decline in sugar output.
Textiles and clothing and footwear, whose production diminished, were 
affected by the deterioration in the real income of wage-earners and by 
specific problems of the main producing companies, a situation which was partly 
neutralized by the greater dynamism of sales to Central America, particularly 
of textiles, which increased by nearly 23% from slightly under 10 million 
dollars in 1976 to 12 million in 1977.
The limited domestic supply of manufactures made it necessary to 
satisfy the increased domestic demand for industrial goods by means of 
purchases abroad; this raised the value of imports of manufactures by 32%.
The imported supply coefficient of industrial demand thus rose from 40% to 
44% between 1976 and 1977.
On the other hand, the share of exports of manufactured products in the 
gross value of production declined from 28% to' 25% owing to a contraction of 
external demand, mainly for sugar. In contrast, sales to the Central American 
Common Market, which represent nearly half of the total exports of manufactures, 
expanded by. 18% in current values, which ¿hows the increasing industrial 
interrelationships between the Central American countries. This expansion was, 
however, counteracted by a drop of 12% (about 18 million dollars) in sales to 
third countries.
In 1977 the National Development Institute (INFONAC) pursued its policy 
of providing financial support for the development of industrial parks 
through the construction of buildings and the installation of basic services. 
These parks have not been as well received as had been expected, for want of 
ari integrated development programme and the necessity technical and financial 
assistance. Amongythe ®ain projects tppomoted, by, the .Institute ar̂ e a 
12,00D-spindle spiinhiî  'mill fdf processing; abotit 8,000 bales of cotton 
annually, and a project at Chinandaga for the production of Turkish towelling
/from 12,000
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from 12,000 bales of cotton. The total investment in both these projects would 
amount to 18 million dollars, a large, part of which would be obtained from 
external sources. INFONAC also promoted other small agro-industrial projects 
using domestic inputs, such as a plant for the production, of salame and meat 
preparations and a pig slaughter-house. Lastly, in 1978 two more enterprises 
will be installed in the Las Mercedes free zone where radio and television 
sets will be assembled for export, in addition to the four existing plants 
manufacturing clothing, mainly means and shirts. Furthermore, the Banco 
Nacional de Nicaragua is promoting small-scale enterprises in areas far from 
the industrial centres. On the whole, industrial policy continued to place 
emphasis on the use of local raw materials, not only in agro-industrial, 
projects but also in the processing of intermediate goods to meet both 
domestic demand and that of the Central American Common Market, which led to 
an increase in non-traditional exports. Nevertheless, the apparent lack of 
co-ordination of the industrial policy mechanisms used by several public 
sector bodies, the commercial sector's pressure against the ratification of 
the Third Protocol to the Central American Agreement on Fiscal Incentives to 
Industrial Development - notwithstanding the manufacturers’ support 3/ - 
and other recent factors of a conjuntural nature have created an atmosphere 
of uncertainty as regards undertaking certain large-scale projects.
(iii) Construction. The value of construction distinctly recovered 
with a real increase of about 11% over the 1976 level. The public sector 
maintained its rising trend said took the place of private enterprise as the 
principal driving force of construction, its share in 1977 being 58% of the 
projects compared with 48% in 1974. This government policy was reflected in 
higher investment in community and infrastructure works (road network, ports, 
etc.) and partly in the construction of public buildings for the health and 
education sectors (see table 6).
3/ By means of this Protocol, the. Governments of Costa Rica, £1 Salvador, 
Guatemala and Nicaragua extend for a further five years the period in 
force of the fiscal incentives and surcharges in respect of imports 
and consumption established as emergency measures in. defence of the ; 
balance of payments by the San JosS Protocol of 1968.
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. Table 6
NICARAGUA! INDICATORS OF CONSTRUCTION ACTIVITY .
Millions of oérdobas 
at 1970 prices Growth rates
1974 1975 ■- 1976 1977a/m» 1975 1976 1977a/
Total value Of construction '630 631 652 722 0.2 3.3 10.7
Priimte 330 3ÔZ 290 206 -8.3 -4.3 5.7
Dwellings 251 230 233 258 -8.4 1.3 10.8
Commercial 27 ’ 29 ■ 18 '■ 12 7.5 -37.5 -34.4
Industrial 8 10 10 7 " 32.5 -5.9 -29.2
Agricultural 20 12 ' ' 12 12 - -40.0 3.3 —4.8
Other 24 ■" 21 • ■ 17 -11.2 * -23.4 5.5
Public 300
■ M
362 416 9.5 10.3 14.8
Buildings 106 127 165 180 19.6 29.5 9.6
Roads and community projects 97 141 133 161 45.6 -6.2 21.4
Other 97 61 64 75 -37.9 8.8 14.5
Area constructed (thousands of m2),
Total 323 270 252 277 -16.2 . .—6.9 10.2
Dwellings ,134' m 133 160 . ?7.7 -22.3 20.5
Number of buildings
Total 1 472 1 789 2 337 1 551 21.5 30.6 -33.6
Dwellings 708 1636 2 170 1 412 13L.0 32.6 -34.9
Employment (thousands of persons) 24.2 27.8 29.6 30.3 14.9 6.5 2.4
Sources! Total value of construction! CS’AL, on the basis of data supplied by the National Planning Office; 
Area constructed; Survey'and Census Office (OEDBC).
a/ Preliminary estimates.
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The building of dwellings, on the other hand, reversed its trend with 
the rise in unit value per dwelling built. While the area constructed 
increased by 20%, the absolute number of dwellings declined sharply.. The 
expansion of the construction of dwellings may be ascribed mainly to private 
enterprise, since the Banco Nacional de la Vivienda, which had programmed 
investment for about 210 million córdobas, actually invested only 57% of 
this sum. There were several reasons of a financial nature for this decline; 
in particular the fact that only 30% of the external loans requested were 
obtained, and the Bank’s growing indebtedness with its local contractors. 
Moreover, the real value of private construction of commercial, industrial and 
agricultural buildings continued to decrease (see tabel 6).
The plan for the reconstruction of Managua was somewhat slow in starting, 
among other reasons because there were still problems to solve concerning the 
payment of indemnity for land in the destroyed area, because the urban planning 
process was never really put into effect by the group of public bodies in the 
Managua area and, lastly, because public sector bodies and private 
enterprises are carrying out new projects not included in the plan and 
sometimes even in distinct opposition to it.4/ Furthermore, a high percentage 
of the dwellings destroyed have not been rebuilt in permanent form. In 
addition, the new city is being constructed in the form of nuclei of buildings 
and still lacks adequate basic and transport services.
3. The external sector
(a) The current account
In spite of the appreciable growth of the value of exports of goods, 
the accelerated expansion of imports and the increased service payments caused 
the deficit on current account to rise from 72 to 154 million dollars. This 
adverse balance was equal to about 20% of the current foreign exchange receipts.
It was influenced by the increase in the chronic deficit in the services account, 
which was not compensated for by the surplus recorded by trade in goods which, 
owing to the accelerated growth of imports, fell from 44 million to 1 million 
dollars (see table 7).
4/ See UNDP, Planificación de la reconstrucción de Managua
( DP/UN/NIC-*73-018-7), March 1977.
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Table 7
NICARAGUAi BAIANCE OF PAYMENTS 
. (Millions of US dollars)
V ' 1972 1973 1974 , 1975 1976 1977
Current account
Exports of goods and services 319 350 451 ,456 626 743
Goods FOB 249 278 380 375 542 655
Services 70 72 71 81 84 88
Transport >•. 10 , 10 16 25 27 30
Travel 1% 12 23 26 27 28
Imports of goods and services' 268 426 665 604 629 810
Goods FOB 205 327 540 482 498 654
Services 63 99 125 122 131 156
Transport 25 ' 37 ’ 58 ' • 56 58 76
Travel 17 17 33 32 36 39
Net payments of profits and interest on 
foreign capital -37 -47 •' -58 ' -54 -73 -95
Profits --25. -31. -37 . -24 -41 -52
Interest -12 -16 -21 -30 -32 -43
Net private transfer payments 4 40 6 7 4 8
Balance on torrent account 19 » -83 -266 .-195 -72 -154
Capital account ; ■ ' - w ■ ■
154Net external financing (a+tnc+d+e) -19 83 266 195 72
(a) Net external non-compensatory capital 46 162 : 275 J 194 63 '
Direct investment ■ 10 ... . 13 ;• 14 . • .11' 12
Long- and medium-term loans & 122 181 168 101
Amortization payments -19 -16 ■ -a -26 -45
Short-term liabilities -10 26 92 31 -11 > 128Official transfer payments 3 17 . 9 1°. 6
(b) Domestic non-compensatory capital or assets' -38 -18 -25 41 ' ' -2
(c) Errors.ahd.omissions - -6 ' , -2 >: 1 -12 '■ “2 .34
(d) Allocation of Sims 3 - - - ; "" /
(e) Net compensatory financing
(minus sign signifies an increase) • -24 • - -60 >, 28 ' : -38 - -23 26
Balance-of-payments loans, trade arrears, 
IMF loans, and other liabilities of the . . . .  ■ - i " *V
monetary authorities v. 4 16 v 4 15 7 • ••
Amortization payments -8 “1° -7 "9 —8 • ••
Variation in gross international reserves 
(minus sign signifies an increase) -20 -68 S I -43 -22
Foreign exchange reserves 
(minus sign signifies an increase) -18 v '¿69 '- 31 • -45 -23
Gold reserves v. ■
(minus sign signifies an increase) - - . -, - -
' SDRs ' ' ' 
(minus sign signifies an increase) -3 : 2 . ■ I »•e
Sources; 1970*1976: CEPAL, on the basis of data supplied by the International Monetary Fund;
1977: CEPAL, on the basis of data supplied by the Central Bank of Nicaragua«
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(i) Exports. The increase in the total value of exports of goods (21%) 
was due to the rise in world prices which, although not as steep as in 1976 
- the'unit value grew 24% compared with 36% in the previous year - was still 
substantial. The volume exported declined, in contrast, by around 3%
(see table 8).
The principal source of exports continued to be the agricultural sector 
which accounted for nearly two-thirds of total external sales. Thanks to an 
increase of 73%, coffee took the place of cotton as the main export commodity, 
despite the fact that the volume exported fell by 3.3%. As a result of the 
high prices prevailing in the first quarter of 1977, coffee sales reached a 
current value of around 210 million dollars and represented about one-third 
of total exports of goods (see table 9).
The value, volume and unit price of exports of cotton rose by 17.5%,
4.0% and 11%, respectively, owing on the one hand to the decline in world 
stocks of this fibre and on the other to an increase in consumption. As in 
the case of coffee, however, with the recent drop in the future market price, 
combined with the increase in production and world stocks, it may be expected 
that prices will be lower in 1978 than in 1977. In addition, the area sown 
for the 1978/1979 harvest has decreased and a rise in current value will only 
be possible by improving the yields.
Sugar exports amounted to 33 million dollars compared with 53 million 
in the preceding year. The deterioration was due to a drop in production 
resulting from the declining trend in world prices over the past 18 months.
The United States is the principal market for Nicaragua's sugar sales, but 
until the International Sugar Agreement has been ratified by all the member 
countries, the protectionist measures decreed by the Government of that 
country at the end of 1977, guaranteeing a price of 13.5 US cents per pound 
for domestic producers, will limit Nicaragua's exports.
The exportable volume of meat contracted by 9%, its value by nearly 13% 
and the price by 5%. The low prices prevailing during a major part of the 
year reduced deliveries, but it is estimated that the export quota of 
50.7 million pounds for the United States wes filled, although the exportable 
balance to third countries declined.
*■ ~   /Table 8
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Table 8
N3CARAGU4* HUH Bffi&AXORS OF FOTEIGM TRADE
1972 1973 1974 1975 1976 1977a/
Growth rates
Exports of goods • .•
Value 33.6 11.9- . 36.6 -1.2 44.5 21.0
Voliane 17.8 -1.0 8.3 6.3 6.1 -2.7
Unit valtie 13.5 13.0 ¿ . 1 -7.1 36.3 24.3
Baports of goods
Value 8.5 59.5 -65.3 -10.8 3.2 a.5
Volume 5.6 34.8 25.3 -22.4 -0.2 23.7
Unit value 2.8 18.4 31.8 15.0 , 3.4 6.3
Taras of trade 10.4 -4.6 . -4.3 -19.2 31.7 . .i: 17.0
Indexes (1970 = 100)
Terms of tirade 107.6 10^6 98.2 79.4 104.6 122.4
Purchasing power of exports of goods 134.3 126.3 ' 131.4 112.6 157.2 178.9
Purchasing power of exports of goods 
and services 139.5 132.8 133.7 119.1 157.6 175.0





NICARAGUA: VALUE AND BREAKDOWN OF EXPORTS OF GOODS (FOB)
Millions of dollars Percentagebreakdown Growth rates
1974 1975 1976 1977a/ 1970 1977 1975 1976 1977a/
Main traditional
export products 225.9 228.2 360.1 447.4 60.8 68.3 1.0 57.8 24.2
Cotton 135.9 95.6 130.6 153.4 19.1 23.4 -29.7 36.6 17.5
Coffee 46.1 48.1 119.4 206.6 18.0 31.5 4.3 148.2 73.0
Meat 21.9 27.0 37.6 32.8 14.9 5.0 23.3 39.3 -02.8
Sugar 12.3 42.6 52.8 32.5 5.5 5.0 266.3 23.9 -38.4
Shrimps and lobsters 9.7 14.9 19.7 22.1 3.3 3.4 53.6 32.2 12.2
Main non-traditional
export products 59.8 57.6 73.4 87.5 2s£ 13.4 -3.7 27.4
Bananas 5.3 4.9 4.6 4.5 0.2 0.7 -7.5 —6.1 —2.2
Unmanufactured tobacco 3.9 4.1 4.7 4.8 1.1 0.7 5.1 14.6 2.1
Pigs 2.3 2.2 3.3 4.5 0.3 0.7 -4.3 50.0 56.4
Chemical products 36.1. 30.3 4l.6 54.2 5.3 8.3 -16.1 37.3 30.3
Textiles 3.0 9.3 11.8 12.3 2.5 1.9 16.3 26.9 4*2
Dairy prodaets - 4.2 ■ - 6.3 7.4 7.2 1.1 1.1 61.9 8.8 -2.7
Other export products 95.2 89.4 108.4 120.6 29.7 18.3 -6jd 21.3 11.3
Total 360.9 375.2 541.9 655.5 100.0 100.0 -1.5 44.4 21.0
Source: Central Bank of Nicaragua. 
t j  Preliminary figures.
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It should be noted that sales of chemical products to a value of 
54 million dollars occupied third place in the structuré of exports, 
displacing sugar; 90% of these sales went to the Central American area; they 
consisted mainly of caustic soda, chlorated camphëne for the manufacture of 
insecticides and, in particular, polyvinyl Chloride and manufactured 
insecticides.
In contrast, the rest of the non-traditional export products, except 
pigs, showed little increase (see table 9).
(ii) Imports. Imports of goods experienced a growth of 32% and reached
a value of a little over 7Ò0 million dollars. The following among other 
factors account for this upsurge:
- Thè high export earnings, which were used partly for imports of 
consumer goods;
- The bigger area sown to cotton and the coffee-growing improvement 
programme which involved almost doubling the purchases of raw materials and 
intermediate products for agriculture (mainly fertilizers and insecticides), 
and increasing imports of agricultural machinery;
- The rise in imports of crude petroleum and petroleum products which 
was due not so much to the price increase - which was only 5% - but to the
effects of electricity rationing at the beginning of 1977, owing to the drop
in the water level in Lake Apanâs, which compelled industrial entrepreneurs 
to import diesel engines to make good the shortage of public energy, and 
the National Light and Energy Enterprise (ENALUF) to put the second 50 MW 
turbine into operation;
- The increase in imports of heavy road building and maintenance 
equipment; and
- The high level recorded by fixed capital formation, with a considerable 
imported component.
Raw materials and intermediate goods continued to predominate, 
representing nearly 50% of the total value of imports. Those for industry 
(25% of the total) and fuels (12.5%) accounted for the largest share. Consumer 
goods and capital goods represented just over 25% each (see table 10). The 
income-effect of the export boom in the last two years was reflected in the 




NICARAGUA* VALUE AND BREAKDOWN CF IMPORTS CF GOODS (CIP)
4p n » . e . , . r l » .  « -  .  » ■ ■  .1 .  . ............   ..11 ■ . .  ! I .  -  I 1 mi n I ■ ■ ■ ■ I II ■ » I .  ■ -  .H . —r .  ! ■■
Millions of dollars Percentage Grovth ratesbreakdown ______
19?4 1975 1976 1977a/ 1970 1977 1975 1976 1977a/
Consumer goods 126 123 145 187 29.2 26.6 -2.8 18.6 28.6
Non-durable 80 78 95 118 19.0 I6.8 -2.0 21.7 24.6
Durable 50 45 51 69 10.2 9.8 -11.0 13.2 36.0
Intermediate goods 318 275 274 3» 47.6 47.5 -13.4 -0.5 21.6
Petroleum and fuels 59 73 68 88 5.7 12.5 23.1 -7.1 29.4
Por»
Agriculture 42 32 19 36 . 4.0 5*1 . -23.1 -40.9 88.5
Manufacturing 189 142 156 175 30.7 24.9 —24.6 9.8 11.6
Construction 28 28 31 35 7.2 5.0 - 10.8 14.0
Capital goods U 5 U9 113 182 23.2 25.9 3.5 -5.2 61.2
Agriculture 15 13 13 19 1.8 2.7 -6.7 5.6 43.9
Manufacturing 74 85 76 87 17.0 12.4 15.6 -10.8 14.7
Transport 28 21 24 76 4.4 10.8 -23.7 10.8 221.3
Total 562 517 532 702 100.0 100.0 -8.0 2.9 31.9
Source: Central Bank of Hioaragua. 
a/ Preliminary figures*
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(iii) The terms of trade. As a result of the bigger rise in the unit 
price of exports (24%) than in the average import prices (6%), the terms of 
trade experienced a further substantial increase. Their level in 1977 was 
thus 50% higher than in 1975 and the highest for 15 years. Thanks to this 
the purchasing power of exports increased vigorously for the second 
consecutive year and its index reached an unprecedented level (see table 8).
(iv) Interregional trade. Of Nicaragua's total exports, some ,
136 million dollars' worth were placed in Central America. Nevertheless, the 
CACM's share in total sales diminished from nearly 25% in 1976 to a little 
less than 21% in 1977, mainly owing to the fact that the main dynamic element 
in sales to this area had been exports of coffee and cotton. Over 90% of 
trade with Central America was based on manufactured products. Chemical 
products accounted for over one-third of the total, followed by textiles and 
dairy products. , .
Imports from the subregion in their turn represented 24% of total 
purchases, which was slightly lower than in 1976 (26%) owing to the fact that 
the increased purchases were concentrated on items and,sectors of which the 
rest of the Central American countries are also in short supply or are net 
importers. The main import items in decreasing order of importance were 
textiles (including clothing), footwear, chemical products, foodstuffs (raw 
and processed) and pharmaceutical products.
The value of imports from the Central American area finally amounted to 
166 million dollars, giving rise to a trade deficit of approximately 30 million 
dollars.
(b) Movements of capital
Although the current account deficit on the balance of payments more 
than doubled that ¿of the previous year, it was- below that recorded in 1974 
and 1975. Net inflows of private capital continued to decrease, amounting 
to only 19 million dollars compared with 26 niillion in 1976 and 44 million in 
1975. This drop occurred with the further reduction of private commercial 
credit and an outflow of foreign exchange for speculative purposes. The 
errors and ommissions account -r in which these movements are generally 
reflected - showed a  . negative, balance-pf 33 millicn dollars compared with a
- . . . /positive balance
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positive balance of 7 million in the previous year. In contrast, inflows of 
official capital doubled, reaching a total of 1*43 million dollars. In these 
circumstances, the external deficit increased and it was necessary to have 
recourse to international reserves and borrowing (see table 7).
(c) The external debt
The balance of the public ddbt guaranteed by the State was 836 million 
dollars at the end of 1977 and servicing represented a little less than 16% 
of total exports of goods and services (see table 11). _ From 1978 onwafds the 
amortization of the public external debt will be a good deal more onerous.
It is expected to amount to some 80 million dollar's, compared with a little 
over 50 million in 1977, when Nicaragua has to start repaying the soft credits 
and other commercial loans contracted to carry out the reconstruction 
programme. Lastly, in the structure of public external indebtedness there 
may be observed an increasing share of credit from private international 
banks, obtained on commercial terms, to which recourse was had as being of 
easier access and having more flexible and expeditious procedures than the 
loans granted by public international agencies.
4. Prices and wages
The rise in domestic prices accelerated in 1977. Consumer prices are 
estimated to have increased by 10.2% over December 1976, compared with a rise 
of 6.2% in the previous year (see table 12). This trend was influenced by 
a number of factors: the repeal of the Economic Emergency Law in February; 
some shortages in domestic supply, basically of foodstuffs; and the increase 
in transport rates due to the rise in the price of fuels.
Repealing the above Law was partly due to the Government's desire to 
liberalize the economy in the hope that the rise in prices would act as a 
stimulus to greater agricultural production for* domestic consumption, As 
regards food, which accounts for a considerable share of the total index 
(*44%), there were significant increases in the partial indexes as from 
February - basically in pulses, pork and pork preparations, coffee, maize, 
beans and non-alcoholic beverages - which contributed to a global expansion 
of 10.7% in this sector. The rise in the "miscellaneous expenditure" 




NICARAGUA: INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars)
1972 1973 1974 1975 1976 1977a/
Total external debt guaranteed 
by the State 255 347 503 644 691 836
Servicing of external debt 35 71 49 56 88 104
Amortization payments 23 52 20 20 41 51
Interest payments 12 19 28 36 48 53
Servicing of external debt, as a 
percentage of total exports 13.9 25.4 12.8 15.0 16.2 15.8





NICARAGUA: CONSUTER PRICE INDEX 
.(1974« 100)





















V ariation  between annual averages
1 .8  2 .8
0 .7  1-2
2 .8  0 .6
2 .8  4.1
2 .5  5.1
0 .3  1.3
2 .3  3 .3
3 .1  4 .6
V ariation  from December to  December
1.9  6.2
- 2 .2  8.0
2 .3  2 .5
3 .5  5 .0
4 .6  5 .2
- 1.8  8 ,2
3 .0  5.8


















Source: C entral Bank o f N icaragua.
a / V ariation  from January to  November 1977 compared w ith th e  sane period  in  1976. 
b / V ariation  between November 1977 and December 1976.
/In  c o n tra s t,
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In contrast, in spite of liberalizing rents of dwellings, the full effect of 
this measure was not felt, since the index concerned showed a growth of only 
8.9%. ' ", ...
Finally, partial indexes of wages and salaries - which include only 
those of workers protected by the social security system who represent less 
than 20% of the economically active population - show a nominal increase of 
8.6% in the average wages and salaries. This increase was less than the rise 
in prices, so that in real terms wages and salaries deteriorated by 1.5%.
Since in 1976 the real purchasing power of these same workers had also 
decreased (2%), the real increase of 2.8% recorded in 1975 was practically 
cancelled out. Thus, real wages and salaries in 1977 remained at approximately 
the same level as in 1974 (see table 13).
5. Fiscal and monetary trends
(a) Fiscal trends
The central government fiscal deficit rose significantly (76%) in 1977 
to around 1,200 million c S ^ ^ a s ,  thn highest level in the present decade.
This increase in the deficit was due to a considerable increment in capital 
expenditure, particularly real investment which, according to official figures, 
rose by 133%. Another contributing factor, however, was current expenditure 
under the head of purchases of goods and services and transfers. To cover 
this deficit the State resorted almost entirely to external credit, only 5% 
being financed with domestic resources (see table 14).
Current income of the central government grew by 15%, mainly as the 
result of an increase in indirect taxes, revenue from which rose 23% and 
represented almost hAlf of the total tax receipts. Chief among them were the 
taxes on production and consumption, which showed a trend towards a bigger 
share in government income. The reactivation of the economy, particularly 
the industrial sector, also led to an increase in revenue from taxes on 
imports (17%). In view of the public sector's substantial external purchases, 
however, this represented less than 9% of the total CIF value of imports, 
compared with 10% in 1976. Moreover, although export taxes increased six­
fold, their absolute value (45 million c6rdobas) is still very low and 
represented only 1% of the total value of exports of goods and 3% of total 
tax revenue.
/T a b le  13
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Table 13
NICARAGUA: EVOLUTION Of VAGES AND SALARIEŜ /
19/5 1976 1977
Indexes (1974 * 100)
Vages and salaries 
Nominal 105.8 110.1 119.6
Real 103.8 101.7 100.2
Vagés and salaries
Gbrowth rates
Nominal 5.8 4.1 8.6
Reales 3.8 -2.0 -1.5
Source: Central Bank of Nicaragua»
a/ These data cover a sample of 20$ of the economically active population which groups
wage-eamers covered by the Nicaraguan Social Security Institute. The coverage by sectors - 
in relation to the total economically active population in the same sector is as follows: 
agriculture! 0.8$; manufacturing! 28-8J6 construction: 41.3%; mining, electricity, gas and 
water: 10056; transport: 31.7% and services: 32.3%.
/T a b le  14
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NICARAGUA: CENTRAL GOVERNMENT INCOM3 AND- EXPENDITURE
Zable 14 •
Millions of cSrdobas at current prices  Growth rates
1974 1975 1976 1977a/ 1975 ; 1976 1977a/
1. Current income 1365 1 323 1-527 1 761 -3.1 15.4 15.3
Tax revenue . 1 137 1 151 I »3 1 596 1.2 17.5 18.0
Direct 180 265 350 351 47*2 32.1 0.3
IMirect 474 535 628 769 12.9 17.4 22.5
From taxes on external trade 484 352 374 476 -27.3 6.3 27.3
Non-tax revenue 228 172 174 165 -24.6 1,2 -5.2
2. Current expenditure . 995 1 121 1 209 1 505 12.7 7.9 24.5
Wages and salaries 388 444 547 548 , l4*4 23.2 0.2
Other current expenditure 607 677 662 9575/ 11.5 -2.2 44.6
3. Saving on current account (1-2) 370. .202 318 256 -45.4 57.4 ' -19.5
4. Capital expenditure 1 032 985 988 1438 -4.6 0.3 45.5
Real investment 290 291 319 745 0.3 9.6 133.5
Amortisation of the debt 81 144 157 204 77.8 9.0 29.9
Other capital expenditure , 66a 550 511 489 -16.8 -7.i —4.3
5« Total expenditure (2*4) 2 027 2 106 ? 197 2 943 3.9 , 4.3 34.0
6. Fiscal deficit (or surplus) (1-5) -662 -783 -67b -1 182 18.3 -14.4 76.4
7« Financing of deficit 662 783 670 1 182 - - -
Domestio financing (net) 30 49 51 57 63.3 4.1 11.8
External financing 662 596 612 1195 -12.6 2.3 95.3
Source: Central Bank of Ifioaragua. 
a/ Estimates«
b/ Includes an undetermined proportion of wages and salaries*
/The f i s c a l
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The fiscal reform of 1975, the purpose of which was to redistribute 
income by means of a progressive tax on income and encourage gross capital 
formation, has not had the successful results expected. Thus in 1977 direct 
taxes barely increased, ánd the splitting-up of enterprises in order to 
present lower bases for taxation was accelerated and became the general rule, 
which accounts for the drop in income tax renevue. In contrast, the receipts 
from property taxes, with a good deal less relative importance, increased by- 
15%.
Furthermore, domestic public credit rose 12%, while external financing 
almost doubled, from which it may be expected that in the next few years debt 
servicing and the consequent pressures in connexion with its financing áre 
bound to increase significantly (see table 14).
Total expenditure increased by 34% with the rise of 25% in current 
spending and 46% in capital expenditure. Of the former, transfers to the 
rest of the public sector rose by 84% and consumption expenditure by 13%, 
although public sector wages and salaries remained virtually at a standstill. 
In view of the increase in consumer prices, this meant a net. loss in the 
purchasing power of the income of this group of workers.
Approximately half of the capital expenditure was assigned to real 
investment, which more than doubled and was concentrated in machinery and 
equipment, port infrastructure works (Puerto Corinto), and the reconstruction 
of public buildings for the health and education services.
The purchase of the necessary machinery and equipment was financed with 
external credit, and its object was the construction of access roads to the 
Atlantic and the upkeep of the existing road network. Owing to the size of 
this operation - which according to official sources amounted to 50 million 
dollars - it noticeably affected the main macroeconomic indicators: total 
supply and demand, the public sector finances and the balance of payments.
Up to the end of the year, however, the major part of the machinery had not 
yet been utilized.
Capital transfers to the rest of the public sector and amortization 
of the debt also increased sharply, while financial investment declined for 
the third consecutive year.
/(b )  Monetary
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(b) Monetary trends
After permitting greater liquidity in 1976, the monetary authorities 
adopted a policy in 1977 designed to lessen the balance-of-payments 
disequilibrium and also to curb the possible inflationary effect of the rise 
in world prices of export commodities or the sharp increase envisaged in 
public investment. As a result of the measures adopted, the money supply 
increased by only 5%, that is, at a much lower rate than in 1976 (26%).
On the other hand, quasi-money increased at a fairly high rate for the third 
year running (see: table 15).
Credit to the private sector continued to be the predominant factor of 
expansion of domestic bank assets, growing by over 16% in the 12-month period 
ending in October 1977. The major part of this credit consisted of loans for 
importing raw materials, building up stocks, investing in rapidly negotiable 
assets and building dwellings.
In March 1977, Congress approved legislation for establishing a 
"financial free zone" in Nicaragua. This law authorizes the operation of 
banks, investment societies and other similar institutions that undertake 
international financial operations in foreign currency. Any banks established 
in Nicaragua under this legislation may not receive deposits, but may extend 
credit. They would be subject to an annual inspection by the Superintendency 
of Banks but not to the provisions of the Central Bank's monetary policy 






(millions of c6rdobas) Growth rates
1974 1975 1976 197%/ 1977a/ 1975 1976 1977b/
Money 1 427 1 377 1 728 1 433 1 526 -3.5 25.5 5.0
Currency outside banks 452 445 436 501 565 -1.5 42.9 12.8
Demand deposits 964 913 1 064 926 931 -5.3 16.5 0.5
Factors of expansion 2 895 3 076 3 828 3 601 3 797 6.3 24.5 5.4
Foreign assets (net) 353 248 626 546 249 -29.7 152.4 -54.4
Domestic credit 2 542 2 828 3 202 3 055 3 548 11.3 13.2 16.1
Government (net) -156 115 162 177 194 - 40.9 9.4
Official entities 44 53 69 63 80 20.5 30.2 27.0
Private sector 2 654 2 661 2 971 2 815 3 275 0.3 11.7 16.3
Factors of absorption 1 468 1 699 2 100 2 148 2 271 15.7 23.6 5.7
Quasi-money
(savings and time deposits) 703 774 1 083 1 053 1 223 10.1 39.9 16.1
Bonds
Long-term foreign borrowing 459 550 566 606 406 19.8 2.9 -33.0
Other items (net) 306 375 451 489 642 22.6 20.3 31.3
Source: International Monetary Fund, faterrotional Financial Statistics« 
a/ January-October.




1. The overall picture
Between 1973 and 1976 the economy of Panama experienced an uninterrupted
> ' •decline in its rate of growth, contrasting with the rapid expansion of the 
previous decade. In 1977, however, a degree of reactivation was to be observed 
in some economic activities which contributed to increasing the gross domestic 
product by 2.5%. This rate was, however, somewhat less than population 
growth which meant that the per capita product decreased for the fourth 
consecutive year (see table 1).
The reactivation of the economy in 1977 was the result of the fairly 
promising growth of the agricultural sector and the food industry, and of 
increases in oil refining, the generation of energy and government activities.
Generally speaking, the recovery was not stimulated by domestic private 
demand, which decreased in absolute terms. While personal consumption was 
at a standstill, private investment dropped for the third year running. This 
performance is to be explained partly by the uncertainty which has existed 
for some years with regard to the result of the Panama Canal negotiations.
Public spending, particularly expenditure on investment, showed some 
dynamism with the increase in expenditure on basic infrastructure 
(communications, hydroelectric and port works)> industrial projects and the 
extension of social services.
External demand increased slightly (1% in real terms), as a result 
of a moderate increase in sales of refined petroleum products, which more 
than offset the decrease in the volumes of exports of bananas and sugar, two 
of the traditional products of greatest importance.
The passivity of domestic demand, and especially the drop in private 





PANAMA1 MAIN ECONOMIC INDICATORS
-  -----------!-- - -------------
1972 1973 1974 1975 1976 1977^/
Basic economic indicators.: *,> / 
Gross domestic product at factor cost 
(millions of US dollars at 1970 pücéë) ' !
. •.
1 441 1 529 1 569 ' 1 578 J 1 578 1 618
Population (millions) 1.54, , 1«59 1.65 1.68 1.72 1.77
Per capita gross domestic product 
(US dollars at 1970 prides) 955 965 963 942 916 - 913
Growth rates
Short-rufi economic indicators 
Gross domestic product 5.5 6.1 : 2.6 0.6 2.5
Per capita gross domestic product 2.4 3.2 -0.2 -2.2 -2.8 -0.3
Gross income b/ 6.9 ' 4.1 ' -0.8 -1.7 -0.8 3.3
Terms of trade « 4.4 -4.3' —8.1 U.5 -3.5 -1.9
. Current, value of exports of goods and,services 8.7 13.9 44.6 13.3 . -S-ô , 7.9
Current value of imports of goods and services 12.2 11.4 56.7 8.5 -3.2 -0.6
Consisner price index 
December to December 6.7 ' ' ' 9.7 1 l6.6 1.8 3.3 9.2
Variatiom betveen annual averages ' ; 5.3- ...• 6.9 . 16.8 . 5.5 2.3 9.4
Wages and salaries. • 6a 18.4 19.3 ’ 3.4 o«a .  - . « e ©
Rate of unemployment c/d/ ee c « « e 7.1 8.5 8.4 7.8
Current income of government 9.2 1.3.7 20.6 . 9.5 8.6 17.3
Total expenditure of government 26.6 11.3 29.0 1 10.4 6.8 16.2
Fiscal deficit/total expenditure of government c/ 50.6 33.7 32.6 32.0
,v. . Millions of US dollars 
External sector
Trade balance (goods and services) -66 -64 : -163 -141 -156 -87
Balance on current account :■ -10? -120 -234 ' -175 -203 -141
Variation in net international reserves 22 „5 -12 -23 17 » a a
External debt e/ 215 297 359 427 510 ■ 614
a/ Preliminary figures»
b/ Gross domestic product plus terms-of-tradeeffeot.' 
cf Percentage» _ .
d/ Annual average in the metropolitan area, except in 1977 vhen the figure corresponded to the month of March» 
e/ Balance of the external public debt, guarantee by the State (disbursed)»
/The high
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The high level of external dependence and the increase in the prices 
of imports, were elements which contributed to speeding up domestic inflation. 
Despite the price control policy which governed some basic products, the 
consumer price index increased by 9,1+%. There are no indicators for the 
evolution of real wages for 1977; it is, however, probable that the 
inflationary process has restricted the redistribution policies which the 
government has been applying, as may be inferred from the stagnation of 
private consumption.
With regard to employment, Only very partial data are available. The 
household surveys, however,- show that: the unemployment coefficient of the 
metropolitan area remained at 7.8% in March 1977, and was similar to that 
of the same month of the previous year.
In 1977 the Central Government continued to expand its activities.
As in previous years, its current income increased appreciably, and allowed 
it to continue its poHcy of relative expansion through public spending, 
which increased by 16%. . This figure, however, does not include expenditure 
by the enterprises, and consequently does not reflect all the effort made 
by the public sector to give impetus to the country^ economic system.
The fiscal deficit, which in 1979 amounted to slightly over 50% of total 
expenditure, has come to represent around one-third of this expenditure in 
the last three years (see table 1).
The balance on external current account, which dropped by slightly 
over 200 million dollars in 1976, decreased by 191 million dollars, while 
the balance of the external debt of the public sector continued to grow, 
and has more than doubled over the last four years, reaching nearly 
615 million dollars in 1977. .
Lastly, mention should be made of a political event with great 
repercussions not only in the country but also internationally: the virtual 
culmination of the long process of negotiations between the Government of 
Panama and the Government of the United States on the Sovereignty of the 
Canal Zone and its control. The treaties regulating the gradual transfer
• . ■ . /of the
/
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of thé administration of the intëroceanic route, at present in the stages of 
being ratified ,1/ will not onlymake changes in the structure of the ownership 
of the Canal but will have very positive repercussions on the economic activity 
of the country 2/ with the strengthening of the government's development 
policy.
During 1977, there were clear indications that, together with the 
political strategy which for some years now has been taking shape in the 
Canal negotiations, measures of an economic nature had been adopted in keeping 
with medium and long-term objectives. The most outstanding of these incliided 
the continued investment in energy infrastructure, ports, highways and sugar 
mills, and the project to mine and refine copper - which will have great 
repercussions at the beginning of the next decade - and some ;other industrial 
projects. There is also a top priority concern in government policy for 
problems of a social nature. A more widespreading incorporation of the 
population in économie activities is being sought, and the public housing 
programme and the interest in standardizing health services and more adivanced 
education are being continued.
2. Sectoral trends
(a) Global trends
Following a period characterized by a very rapid annual growth, the 
rate of growth of the gross domestic product began to lose dynamism in 1974, 
when it increased (2.6%) less than the population. This trend was accentuated 
in 1975 and 1976 but reverted slightly in 1977, when global economic activity 
increased at a rate which barely allowed the per capita level of the product 
to be maintained (see table 1).
1/ On 7 September 1977, the documents which had already been ratified 
by Panama and which the United States Senate ratified in April 1978, 
were signed in Washington, D.C.
2/ The ratification of the new agreements means that new prospects are 
opening up for Panama's economy. During the 23 years in which the 
Canal Treaty and other relateds agreements will be in force, the 
country will receive nearly 2,400 million dollars.
/This slight
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This slight recovery of domestic production activity was not the 
result of generalized stimuli arising out of global demand, but rather an 
effect of the clearing of some bottlenecks - in energy and other public 
services, for example - together with increased outputs, decreases in which 
in earlier years had made it necessary to complement domestic supply with 
imports, as was the particular case of some;agricultural preducts and the 
food industry. The strengthening of sane import substitution projects of 
a fairly sizeable nature in the industrial sector, also contributed to 
giving impetus to economic activity.
Imports again decreased considerably at constant prices (5% in the 
year), and reaffirmed the downwards trend be|gun in 1974. This shows that 
it had still not been possible to obviate the consequences of world inflation, 
apart from the repercussions of the reduction in private investment on the 
magnitude of imports (see table 2).
In demand, a slight recovery of the volume of exports of goods and 
services was to be observed, in response to the increase in exports of 
petroleum products, which is an activity intermediate between imports of 
crude oil and sales of the processed product.
With regard to investment, the decline of the capital formation levels 
of the private sector was repeated. It dropped nearly 10% compared with 
1976 and 28% compared with 1970. Among the factors which influenced this 
downwards trend, mention should be made of the restraint on decisions to 
invest constituted by the uncertainty with regard to the outcome of the 
Panama Canal negotiations and the relative exhaustion of the possibilities 
offered by the traditional development model <based on exports of bananas, 
sales of services to the Canal Zone, activities in the ColSn Free Zone, 
tourism, etc.), although the country continued to consolidate its position 
as an international financial centre. In the face of this situation, the 
government policy of promoting investment in new fields of activity (natural 
and energy resources and some industrial projects) meant that new sources 




PANAMA: TOTAL SUPPLY AND DEMAND




1975 1976 197^ 1970 \ y n - 1975 1976 l°T?7-
Total supply 1 815 1 776 1 784 140«6 130.9 -0.8 -2.1 0.5
Gross domestic product at market prices 1 330 1 330 1 363 100.0 100.0 0,6 - 2.5
Imports of goods and services b/ 485 *46 4a 40.6. 30.9 -4.9 -8.1 -5.3
Total demand 1 815 1 776 1 784 140,6 130.9 -0.8 -2.1 0.5
Domestic demand 1 290 1 384 1-286 103.3 94.4 -2.9 -0.4 0.2
Gross domestic investment 353 314 313 26.4 23.0 11.3 -11.1 -0.1
Gross fixed investment 339 527 320 24.4 23.5 24.5 -3.6 -2.0
Construction 186 193 188 12.2 13.8 30.0 3.7 -2.8
Machinery 153 134 132 . 12.2: 9.7 18.3 -12 5 -O.9
Public 169 178 186 6.5 13.6 88.2 5.6 4.3
Private 170 149 134 18.0 9.9 -6.8 -12.7 -9.6
Changes in stocks 14 -13 -7 2.0 0.5
Total consumption 937 970 : 973 76.9 71.4 -7.4 3,6 0.3
General government 216 221 225 14.3 16.5 8.0 1.9 2.1
Private 721 749 748 62.6 54.9 -11.2 4.1 -0.1
Exports of goods and services b/ 525 492 498 37.3 36,5 4.4 -6.3 1.1
Sources: 1970-1976: CEPAL calculations on thé basis çf data supplied by the Statistics and Census Office; 
1977: CEPAL estimates on the basis of data from the same source«
a/ Preliminary figures«
b/ The figures for exports and imports of goods and services were taken from balance-of-payments data expresed in




The reduction in private investment was partly offset by the rate of 
public sector investment which continued to increase, although at a moderate 
rate («♦%). The government endeavoured by this means to reach the targets 
of the National Development Plan 1976-1980, which aim at creating new sources 
of growth, and channelling external financing towards economic private 
investment which will allow a better use to be made of Panama's geographical 
situation.3/
As the result of the different trends in public and private investment, 
the structure of total investment changed substantially. While in 1970 
public investment accounted for 27% of total investment and private investment 
for 73%, in 1977 the share of public investment increased to 58%j while that• 
of private investment dropped to 42%.
Investment in construction, dropped compared with the previous year (3%) 
with the decline in house-building by the private sector. This decrease was 
also influenced by government policy, which faced with increases in the prices 
of imported construction materials, reduced bank credits for the construction 
of luxury dwellings so as to devote more resources to more economical housing.
Although total consumption practically did not vary compared with the 
previous year, a difference in behaviour was to be observed between private 
and government consumption. While the former decreased slightly, following 
its reactivation in 1976, government consumption once again increased (2%).
Since the value added of the government increased by 5.5%, tfce smaller increase 
in government consumption implied a considerable decrease in the purchase of 
non-personal goods and services, as the result of a policy to reduce this 
expenditure.
(b) Sectoral developments
In 1977 the evolution of the different sectors was somewhat dissimilar.
The generation of energy, the agricultural sector, the Central Government 
sector, and manufacturing were the most dynamic sectors. Construction, however, 
declined in absolute terms, despite the increase in public investment, and 
trade, transport and financial activities experienced moderate growth (see 
table 3).
3/ In this respect particular mention should be made of the new airport of 




PANAMA: GROSS DOMESTIC PRODUCT', BY KIND OF ECONOMIC ACTIVITY, AT FACTOR COST




1975 1976 19772/ 1970 1977-7 1975 1976 1977-2/
Agriculture 226 225 238 20.7 I9 .7 4.8 -0.5 6.0
Mining 4 4 4 0.3 0.3 -5.7 6.1 -5.7
Manufacturing 171 168 175 15.8 14.5 -0.9 -1.7 4.5
Construction 76 79 ?6 6.3 6.3 20.4 3.4 -3.1
Subtotal goods 477 476 493 43.I 40.8 4.7 -0.3 3.7
Electricity, gas and water 32 34 36 2,0 3.0 9.4 5.7 7.3
Transport storage and communications 86 89 90 5.6 7.4 <2.2 3.7 1.4
Subtotal basic services 116 123 126 7.6 10.4 4.0 4.2 3.0
Commerce, financial institutions and
insurance . 174 173 177 14.0 14.6 - 0.6 2.5
Real estate b/ 81 61 ®3 5.9 , 6.9 3.2 0.4 2.3
Public administration and defence 42 43 46 3.1 3.8 10.0 3.9 5.5
Services to the Canal Zone 81 79 79 8.2 6.5 4.4 ■ -2.2 -0.4
Miscellaneous services c/ 219 205 205 18.1 17.0 -11.1 -6,3 -0.3
Subtotal other services 597 581 590 <19.3 48.8 -2.7 -2.5 1.3
Total gross domestic product d/ 1 200 1 200 1 230 100.0 100.0 0.6 2.5
Sources: 1970-1976: CEP AD calculations on the basis of figures supplied by the Statistics and Census Office? „
1977* CEP AD estimates on the basis of data from the same source.
aj Preliminary figures.
b/ Refers to ownership of dwellings only.
c/ Also includes restaurants, hotels and business services.
d/ As the individual activities and the total were calculated independently, the sum of the former does not correspond 
exactly with the latter. ' ' J
/(i) The
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(i) The agricultural sector. The performance of the agricultural sector 
was different from that of 1976, since following a year of stagnation, crop 
production recovered "very'notabl^r tflfh" a’ growth of 10%. Livestock production ’ 
increased for'the second year running, although eft a much lower rate than 
in 197F (she table" 4)7
The favourable result of crop production was influenced by a good 
harvest of grain crops; of these, rice increased by 23%, following a drop 
in 1976, and thus recovered the levels of the period 1974-1975. The evolution 
of maize production was still more favourable with an increase of 24%, which 
far exceeded that of previous years. This increase was influenced by the 
efforts made in supplying equipment, which made it possible to triple the 
harvest in the areas which had been mechanized.
The increases in. beans, coffee and bananas were less significant. In 
coffee, favourable results began to be obtained with the programme to replant 
4,600 hectares bf previously unproductive coffee plantations with higher-yield 
varieties. It has been estimated that coffee production increased by nearly 
4% more than the 1976 harvest, and was able to fill the export quota and 
satisfy domestic consumption.
Banana production showed a favourable performance during the first 
nine months of the year, but its decline in the, last quarter determined an 
increase of only slightly 2%, similar to that of the previous year.
Unlike the above, .products, .and. according .to- the most, recent estimates, 
the production of sugar cane decreased as a result of lack of stimulus to 
cutting because of the drop in prices in the international market. With 
regard to cocoa - a traditional export product - in view of the excellent 
prospects of the international market, a promotion programme was set in 
motion aimed at small and medium-level farmers, the results of which will be 
visible in a few years time. At the present time, production has stabilized 
at around 700 tons annually.
In the livestock sector, stocks of cattle have continued to increase 
















Sugar cane (thousands of short tons) 
Bananas (thousands of tons) b/ 








3 932 4 075 3 185
1 309 1 438 1 410
89 93 73
99 ! 106 ' 103
18 25 28
1 899 2 122 2 642
i 575 1 749 1 779
1 333 1 348 1 3Û' ;
175 166 179
3 802 ' 5 704 4 277
Grbvth rates






3 900 3.6 -21.8 22.5
1750 r 9.9 -1.9 24.1
75 3.5 ; -21.4 3.2
10? 6.5 -2.9 3.7
« « » ' 38̂ 4 15.5 c e »
2 5Ô0 11.7 24.5 -5.4
1 812 11.1 1.7 1.8
1 374 1.1 1.0 0.9
202 -5.1 7.8 12.7
4' 422 -2.6 15.5 3.4
Source: CEPAL, on the basis of official figures, 
a/ Preliminary figures.
b/ 1974/1975, 1975/1976, 1976/1977 and 1977/1978 crop years.
/(ii) Mining.
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(ii) Mining. The mining sector continued to h^ve little importance in 
the generation of the value added. In 1977, it declined by nearly 6%, losing 
the impetus it had shown in 1976.
Although production is insignificant, mining in Panama will undergo 
a radical change in importance during the next five years as a result of 
the investment which is being programmed to make a rational use of copper 
resources. This will bring about an important change in the generation of 
foreign currency from exports while basic raw materials will also be 
available for developing the mining-industrial complex, the feasibility 
study for which is almost complete; it is based on the mining and processing
of 33 million tons of ore per year, which will give an animal output of
190,000 metric tons of blister copper,4/
(iii) Manufactures, The manufacturing sector grew by nearly 5% in 1977 
(see table 5). This gorwth, however, did not reflect a homogeneous performance 
in the different branches of the sector, since apart from oil-refining - which 
nearly recovered the level reached at the beginning of the decade - and food 
production, which increased by nearly 8%, the remaining activities remained 
at a standstill or declined, which in many cases meant decreases in production 
for the second or third year running. The growth of the food industry was 
particularly influenced by a larger output of sugar, milk products and 
fishmeal. Despite the drop in the production of sugar cane, the case of sugar 
can be explained by the new mills which came into operation. The processing 
plants for fishmeal, which in 1976 had increased their production by 85%,
achieved a further increase of 34% in 1977.
Following a year in which the petroleum products industry was seriously 
affected by the crisis in prices which led to nearly complete paralyzation, 
it made a comeback in 1977. The cause of this was the opening-up of 
new export possibilities, as a result of which production increased to 
something like the high levels achieved in the years 1972 and 1973.
4/ The project to mine copper in Cerro Colorado is very important at the
world level, and its implementation is linked with that of other related 
industries such as the sulphuric acid plant (with a daily capacity of 
2,500 tons) and the phosphoric acid plant (300,000 tons annually), 
although in the latter case annual imports of 900 tons of phosphoric 
reck will be required.
/Table 5
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PANAMAt INDICES OP THE VALUE ADDED OF MANUFACTURING 
(1970 » 100)
Table 5
1974 1975 1976 19775/
Growth rates
1975. 1976 1977
Total 114.8 113.9 112.0 117.1 -0.8 -1.7 4.6
Foodstuffs 131.2 148.6 152.9 164.8 13.3 2.9 7.8
Beverages 115.0 119.4 132.2 129.4 3.8 10.7 -2.1
Tobacco 107.7 105.1 110.3 97.4 -2.4 5.0 -11.7
Footwear and clothing 100.0 100.0 84.3 69.7 - -15.7 -17.3
Sawmills and other wood products 119.2 88.5 115.4 96.2 -25.8 30.4 -16.6
Furniture and accesori.es 107.7 118.7 109.9 104.4 10.2 -7.4 -5.0
Paper and paper products 123.6 131-9 98.6 84.7 6.7 -25.2 -14.1
Printing and related industries 60.6 39.4 36.7 34.9 -35.0 -6.8 -4.9
Leather and skin industries and products 160.0 140.0 200.0 160.0 -12.5 142.9 -20.0
Rubber produces 133.3 166.7 133.3 133.3 25.1 -20.0 -
Chemical substances and products 108.6 174.3 171.4 185.7 60.5 -1.7 8.3
Petroleum products o © o . . . . . . 0 © e 0 0 e e «  0 0OO
Non-metallic mineral products except 
petroleum products 145.5 117.9 114.9 113i4 -19.0 -2.5 -1.3
Basic metal industries 66.7 33.3 66.7 66.7 -50.1 100.3 .. . -
Metal products« except machinery and 
transport equipment 137.7 113.8 97.0 86.8 -17.4 -14.8 -10.5
Other manufacturing industries 131.7 154.0 138.1 130.2 16.9 -10.3 -5.7




T h e  m a n u fa c tu r e  o f  b é v ë r a g e s ,  s e c o n d  i n  i n ç o r t a n c é t i n  t h e  s t r u c t u r e  
o f  i n d u s t r y  ,  d ro p p e d  s l i g h t l y  ,  w h i l e  th é 'in à n u f â f c t u r e  o f  a o n - m e t a l l i c  m i n é r a l  
p r o d u c t s ,  m é t a l  p r o d u c t s ,  p a p e r  i f o o t w e a r  an d  c lo irh ittg V " sh ow ed  downward 
m o v em en ts co m p a red  w it h  t h é  a l r e a d y  d e p r e s s e d  l e v e l s  o f  t h e  p r e v i o u s  y e d f .
i n d u s t r i a l  a c t i v i t i e s 4 i n v o l v i n g  c o n s t r u c t i o n  m a t e r i a l s  a l s o  show ed  
s i g n s  o f  r é c o v è r y - ,  o w in g ' t o  t h e  i n t e n s i v e  s o c i a l  h o u s in g  p rogram m e i n  t h e  
p u b l i c  s e c t o r ,  w h ic h  m i t i g a t e d  t h e  e f f e c t  o f  t h e  d ro p  i n  in v e s t m e n t  i n  
p r i v a t e  c o n s t r u c t i o n .  '
T h é  ig o v ern m eh t e n d e a v o u r e d  t o "  S t i m u l a t e  p r i v à t è  in v e s t m e n t  b y  
im p le m e n t in g  p r o j e c t s  w i t h  t h e  j o i n t ' p a r t i c i p a t i o n  o f  e n t e r p r i s e s  i n  t h e  
p r i v a t e ’ s é e t ô r . I t  i s  e s t i m a t e d  t h a t  t h e  e n t e r p r i s e s '  w h ic h  e n g a g e d  i n  
c o n t r a c t s  W ith  t h é  p u b l i c  s e c t o r  d u r in g ' t h e  y e a r  prog ram m ed  a n  I n v é è t m ë n t  
o f  1 8 . 5  m i l l i o n  d o l l a r s  i n  te r m s  o f  e x t e n s i o n s  a n d  t h e  e s t a b l i s h m e n t  o f  new 
i n d u s t r i e s .  T h i s  in v e s t m e n t  w às p o s s i b l y  i n f l u e n c e d  b o th "  b y  t h e  f i s c a l  
i n c e n t i v e s  p o l i c y  w h ic h  t h e  g p v e r tm e n tr conbdhiued  t b J a p p ly  a n d ‘ t h e  e f f e c t s  o f  
t h e  new  s t i m u l i  a n h ô U h ce â  â t  t h e  e n d  o f  Ü 976 j  wrhibh cam e i n t o  f o r c e  i n  1 9 7 7 .
T h e  m a in  p r o j e c t s  t o  w h ic h  éh co U r'ag èirièn t w as g i v e n  W erë t h e  m a n u fa c tu r e  o f  
g l a s s  b o t t l e s  (w h i'e h  a b s o r b e d  à  l a r g e  p a r t  o f  t h e  i ï i V è s t m é t t t ) ,  c é m e n t 
p r o d u c t  io n  * > asèe ïiÉ > iÿ  o f  a g r i c u l t u r a l  e q u ip m e n t ,  p r o d u c t i o n :  o f  " p e t r o le u m  
p r o d u c t s ,  s t e e l ,  e x p l o s i v e s ,  c a r d b o a r d  c o n t a i n e r s  a n d  p r i n t i n g  an d  
l i t h o g r a p h y .
L a s t l y ,  w i t h  a  v ie w  t o  u s i n g  t h e  wood f o r  p r o c e s s i n g ,  a n  e n t e r p r i s e  
w as s e t  .up w it h  a . m ix e d  > c a p i t a l  o f  9 0  m i l l i o n  d o l l a r s  t o  d e v e lo p  t h e  f o r e s t s  
o f  Q u ip o , t h é " o u t p u t 1 o f - W h ic h  w i l l  b e  u s e d  i n  m a n u f a c t u r in g  p r e s s e d  wood 
v e n e e r s . .  ■-
(  i v ) -  C o n s t r u c t i o n . I n  1 9 7 7 ,  t h e  e C n s t r u c t ib f i ^ p r o d u c t  d ro p p e d  b y  3% , 
; f o ^ L o w ^ - ^ c r ^ e $ . ;iQ f  3% d u r in g  t h e  tw o  p r e v io u s  y e a r s .  T h i s  d ro p
sh ow ed  t h ë t  d e ë p i t e  t h e  g o v ë rn to ë h t f S  e f f o r t s  t o  p ro m o te  an d  r e a c t i v a t e  
p ro g ram m es f o r  t h e  c o n s t r u c t i o n  o f  s o c i a l  h o u s in g  a t  a  r a t e  s i m i l a r  t o  t h a t  
o f  1 9 7 6 ,  t h e  p r i y a t e  s e c t o r  c o n t in u e d  t o  b e  c o n f r o n t e d  w i t h  s e r i o u s  ; 
r e s t r i c t i o n s  o f  r e s o u r c e s  f o r  t h i s  p u r p o s e .  P a r t i a l  i n d i c a t o r s  show  t h a t  
t h e r e  w e re  y e ^  ^ s i g n i f i c a n t  d e c r e a s e s  i n  t h e ,  a r e s , c o n s t r u c t e d  .|oad i n  e m p lo jn n e n t, 
b u t  t h e  e f f o r t  ihade i n  t h e  C o n s t r u c t i o n  o f  b a s i c  i n f r a s t r u c t u r e  c o n t in u e d  t o  
b e  s u b s t a n t i a l .
/(v) Electricity,
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, ( v )  E l e c t r i c i t y ,  g a s  a n d  w a t e r .  T h e  dynam ism  w h ic h  h a s  c h a r a c t e r i z e d  
t h e  e l e c t r i c i t y ,  g a s  a n d  w a t e r  s e c t o r  i n  r e c e n t  y e a r s ,  h o w e v e r , c o n t in u e d  
i n  1 9 7 7 .  An i n c r e a s e  o f  7% r e f l e c t e d  t h e  i n t e n s i v e  p o l i c y  t o  u s e  t h e  
c o u n t r y 's  h y d r o e l e c t r i c  p o t e n t i a l ,  w h ic h  i s  r e s u l t i n g  i n  a  r a p i d  g ro w th  
o f  e n e r g y  g e n e r a t i o n ,  a n d  a s  a  r e s u l t  o f  w h ic h  i t  h a s  b e e n  p o s s i b l e  t o  
r e d u c e  t h e  im p o r t a n c e  o f  t h e r m o e l e c t r i c  p l a n t s  i n  t h e  t o t a l  g e n e r a t i o n  o f  
e n e r g y  fro m  93% t o  63% i n  a  fe w  y e a r s , 5/
T h e  c o n s t r u c t i o n  p rog ram m e w h ic h  i s  b e i n g  c a r r i e d  o u t  i s  a im e d  a t  
a t t e n d i n g  t o  a n  e n e r g y  dem and w it h  a n  a n n u a l  g ro w th  o f  1 1 % , t o  w h ic h  t h e  
e l e c t r i c a l  i n t e g r a t i o n  o f  t h e  c o u n t r y ,  w h ic h  h a s  a l r e a d y  m ade g r e a t  s t r i d e s ,  
w i l l  a l s o  c o n t r i b u t e .6 /  T h e  p l a n n in g  o f  s e c t o r a l  a c t i v i t i e s  w as s t r e n g t h e n e d  
b y  t h e  r e s t r u c t u r i n g ,  o f  t h e  e l e c t r i f i c a t i o n  p l a n ,  w h ic h  a im e d  a t  r a t i o n a l i z i n g  
t h e  in v e s t m e n t  p ro g ra m m e , t h e  m an ag em en t o f  r e s o u r c e s  a n d  t h e  s p e n d in g  p o l i c y .
T h e  f i n a n c i a l , s i t u a t i o n  o f  t h e  I n s t i t u t o  d e  R e c u r s o s  H i d r á u l i c o s  y  
E l e c t r i f i c a c i ó n  (1R H E ) w as c o n s o l i d a t e d  w it h  t h e  e s t a b l i s h m e n t  o f  2 1 .5 %  
i n c r e a s e  i n  t a r i f f s  i n  1 9 7 7 ,  c o n s i s t i n g  i n  a  g e n e r a l  a d ju s t m e n t  o f  1 0 .5 %  p l u s  
a  m o n th ly  a d ju s t m e n t  o f  1% a s  fro m  F e b r u a r y  o f  t h a t  y e a r .  T h i s  i n c r e a s e  i n  
t a r i f f s  n o  d o u b t  a f f e c t e d  t h e  g e n e r a l  i n c r e a s e  i n  c o n s u m e r  p r i c e s .
( v i )  O th e r  a c t i v i t i e s .  I n  1 9 7 7  t h e  m o d e r a te  e x p a n s io n  o f  t h e  t r a n s p o r t ,  
s t o r a g e  an d  c o m m u n ic a tio n s  s e c t o r  c o n t i n u e d .
5/  D u r in g  1 9 7 7 ,  t h e  c o n s t r u c t i o n  o f  t h e  B a y a n o  dam w as c o m p le te d  ( 6 0  MW) 
t h u s  b r i n g i n g  up t h e  c a p a c i t y  t o  3 3 0  MW. C o n s t r u c t i o n  c o n t in u e d  o n  
t h e  h y d r o e l e c t r i c  p o w er s t a t i o n s  o f  L a  E s t r e l l a  an d  L o s  V a l l e s ,  w h ic h  
a r e  e x p e c t e d  t o  b e  c o m p le te d  i n  1 9 7 8 .  T h e i r  c o s t  i s  e s t i m a t e d  a t  
7 6  m i l l i o n  d o l l a r s  an d  t h e y  a r e  e x p e c t e d  t o  g e n e r a t e  a  f u r t h e r  8 0  MW.
ID B a n d  B IR F  w i l l ,  p r o v i d e  f i n a n c i n g  f o r  a  sum o f  1 4 0  m i l l i o n  d o l l a r s  
f o r  t h e  L a  F o r t u n a  h y d r o e l e c t r i c  p o w e r s t a t i o n ,  w h ic h  w i l l  h a v e  a  
c a p a c i t y  o f '2 5 5  MW, T h e  a c c e s s  r o a d  t o  t h i s  p r o j e c t  w as a l s o  c o m p le te d  
i n  1 9 7 7 ,  a n d  t e n d e r e  h a v e  b e e n  r e q u e s t e d  f o r  t h e  c o n s t r u c t i o n  o f  t h e  
c i v i l  s t r u c t u r e .
6 /  T h e  t r a n s m i s s i o n  l i n e  o f  t h e  s e c t i o n  C h o r r e r a - D i v i s a  w as c o m p le t e d ,  
t h u s  c o m p le t in g  t h e  s y s te m  o f  t h e  c e n t r a l  p r o v i n c e s :  H e r r e r a ,  C o c i ó ,
L o s  S a n t o s  an d  V e r a g u a s ,  T h e  D iv i s a - D a v id  s e c t i o n  w as b e g u n ,  an d  w i l l  
b e  c o m p le te d  i n  1 9 7 9 ,  a t  a  c o s t  o f  5 . 2  m i l l i o n  d o l l a r s ;  t h e  c o n s t r u c t i o n  
o f  t h e  l o a d  c l e a r a n c e  c e n t r e  w as c o m p le te d  an d  im p ro v e m e n ts  h a v e  b e e n  
m ade i n  t h e  s y s te m  o f  d i s t r i b u t i o n  f o r  a  sum o f  7 , 5  m i l l i o n  d o l l a r s .
/Trade and
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T r a d e  an d  f i n a n c e  g rew  a t  a  r a t e  o f  2 .5 % ,  v e r y  s i m i l a r  t o  t h e  r a t e  o f  
g ro w th  o f  t h e  p o p u l a t i o n .  T h i s  i n c r e a s e  w as a f f e c t e d  b y  t h e  r e a c t i v a t i o n  
o f  a g r i c u l t u r e . L a s t l y  ,  t h e  v a l u e  a d d e d 'o f  t h e  g o v e rn m e n t; s e c t o r  i n c r e a s e d  
a t  a  r a t e ' o f  5 .5 % , w h ic h  w as p a r t l y  t o  b e  e x p l a i n e d  b y  t h e  i n c r e a s e  i n  s t a f f  
( s e e  t a b l e  3 ) .
( c )  E v o l u t i o n  o f  t h e  em p lo y m en t s i t u a t i o n
T h e  s c a n t y  i n f o r m a t i o n  a v a i l a b l e  s u g g e s t s  t h a t  i n  1 9 7 7  t h e r e  w e re  n o  
m a jo r  c h a n g e s  i n  t h e  em p lo y m en t s i t u a t i o n .  I n  t h e  m e t r o p o l i t a n  a r e a ,  w h e re  
u n em p loy m en t h a s  t r a d i t i o n a l l y  b e e n  h i g h e r  t h a n  i n  t h e  r e s t  o f  t h e  c o u n t r y ,  
t h e  r a t e  o f  u n em p loy m en t i n  M arch  w as 7 .8 % ,  t h e  sam e r a t e  a s  t h a t  r e c o r d e d  
a  y e a r  p r e v i o u s l y  ( s e e  t a b l e  6 ) .
3 .  T h e  e x t e r n a l  s e c t o r
( a )  T r a d e  i n  g o o d s
( i )  E x p o r t s .  I n  1 9 7 7 ,  e x p o r t s  o f  g o o d s  i n c r e a s e d  b y  o n ly  s l i g h t l y  o v e r  
1% ( s e e  t a b l e  7 ) .  T h i s  v e r y  s m a l l  i n c r e a s e  w as m a i n l y  d u e t o  l a r g e r  e x p o r t s  
o f  p e t r o le u m  p r o d u c t s ,  a l t h o u g h  t h e y  d id  n o t  r e c o v e r  fro m  t h e .  d ro p  o f  n e a r l y  
60% r e c o r d e d  i n  1 9 7 6 .
T h e  v o lu m e  o f  e x p o r t s  o f  b a n a n a s  s l i g h t l y  e x c e e d e d  t h a t  o f  1 9 7 6 ,  b u t  
w i t h  t h e  o p e n in g -u p  o f  t h e  E u r o p e a n  m a r k e t  i t  i s  e x p e c t e d  t h a t  t h e  c o u n t r y  
w i l l  m ake a  b e t t e r  u s e  o f  som e p o s s i b i l i t i e s  o f  e x p a n s io n  i n  t h e  n e a r  f u t u r e .  
T h e s e  e x p o r t s ,  e x p r e s s e d  i n  c u r r e n t  p r i c e s ,  i n c r e a s e d  b y  l e s s  t h a n  1% i n  1 9 7 7  
o w in g  t o  t h e  d ro p  i n  p r i c e s  i n  t h e  i n t e r n a t i o n a l  m a r k e t .
T h e  d e c l i n e  i n  p r i c e s  a f f e c t e d  e x p o r t s  o f  s u g a r  e v e n  m o r e ,  s i n c e  d e s p i t e  
a  l a r g e  i n c r e a s e  i n  t h e  v o lu m e  e x p o r t e d  (2 8 % )  t h e i r  v a l u e  d ro p p e d  b y  22% .
A t t h e  e n d  o f  t h e  y e a r  t h e r e  w as a l s o  a  s u r p l u s  o f  9 0 , 0 0 0  t o n s  o f  s u g a r
f o r  w h ic h  i t  h a d  n o t  b e e n  p o s s i b l e  t o  f i n d  a  m a r k e t  o w in g  t o  t h e  w eak p o s i t i o n
o f  t h e  i n t e r n a t i o n a l  m a r k e t .
E x p o r t s  o f  s h r i m p s ,  g ro w th  o f  w h ic h  w as v e r y  d y n a m ic  i n  t h e  p r e v io u s  
tw o  y e a r s ,  o n l y  i n c r e a s e d  b y  5% i n  1 9 7 7 ,  p a r t l y  o w in g  t o  t h e  f a c t  t h a t  t h e  
f i s h i n g  f l e e t  d i d  n o t  h a v e  t h e  c a p a c i t y  f o r  p r o g r e s s i n g  t o  t h e  c a p t u r e  o f  




a/PANAMAS EVOLUTION OF EMPLOYMENT AND UNEMPLOYMENT^
1974 1975 1976 1977
March October March November March August March
Rates of unemployment
National 5.6 5.8 6.5 6.4 7.2 6.5 «ot
Main c itie s
Metropolitan Area 7.1 7.2 8.2 8.7 7.8 8.9 7*8
Rest of country 3.8 4.0 4.2 3.6 4.2 3.6 oooEL)
Indexes
National (1974=100)
Labour force 100.0 100.3 99.7 eoo
Employment 100.0 99.3 98.7 "e e b
Unemployment 100,0 117.4 116.0 eoo
Sources: Sampling.household survey, S ta tistics and Census Office, Panama en cifras 1972 a 1976, and other 
data supplied by this Office»
a/ The survey of March 1977 was restricted to the metropolitan area, excluding» the Canal Zone arid the 




PANAMAr'VALUE AND BREAKDOWN OP EXPORTS OF GOODS (FOB)
Millions of; d o l l a r s _.  • • • Growth rates
breakdown
1974 1975 1976 1977S/ ; 1975 1977 ^  *1975 1976 1977-^
Main export products 171 246 199 ... 78.7 ... 44.0 -19.2
Bananas 50 60 62 62 46.6 22.9 20.2 3.4 0.8
Petroleum 53 94 39 ' 4^ 13.7 16^0 78.2 -59^1 12.5
Sugar ' ‘ 26 49 26" 21 3.8 7.6 79.6 -46.8 -a .7
Shrimps ’'15 19 ' 34 35 7.8 12.9 25.0 76.3 4.5
Other ‘ 26 24 39 ... 6.8 ... -7.7' 62.5 . . .
Petroleum products to the Canal Zone '  34 34 28 25 - 2.8 9.2 2.1 -18.7 -10.4
Other exports and re-export items to
the Canal Zone .29 29 22 . . .  . ; ■ 17.0 . . .  0 .3  -25*5 . . .
Adjustements and other items 17 21 19
Total 251 331 268 271 100,0 100.0 31.9 -19.1 1.3




C o f f e e  e x p o r t s  c o n t in u e d  t o  b e  o f  l i t t l e  im p o r ta n c e  o w in g  t o  t h e  
r e s t r i c t i o n s  o f  a n . in a d e q u a t e  an d  i n f l e x i b l e  s u p p ly .  A p rog ram m e t o  re n e w  
t h e  c o f f e e  p l a n t a t i o n s  i s ,  h o w e v e r ,  b e i n g  c a r r i e d  o u t ,  a n d  c o u ld  c h a n g e  t h e  
s i t u a t i o n  i n  t h e  m e d iu m -te rm .
E x p o r t s  o f  p e t r o le u m  p r o d u c t s  o u t s i d e  t h e  C a n a l  Z on e i n c r e a s e d  b y  
1 2 .5 %  a t  c u r r e n t  v a l u e s ,  b u t  t h e i r  v o lu m e r e m a in e d  s t a t i o n a r y  f o r  t h e  sam e 
r e a s o n s  a s  c a u s e d  t h e  d r a s t i c  d e c r e a s e  r e c o r d e d  i n  1 9 7 6 .7 /  I t  i s  e s t i m a t e d  
t h a t  w i t h  t h e  c r e a t i o n  o f  t h e  ' 'P e t r o t e r m i n a l ' ! i n  P u e r t o  A r m u e l le s ,£ /  
r e - e x p o r t s  o f  p e t r o le u m  w i l l  i n c r e a s e  c o n s i d e r a b l y  an d  a n  a p p r e c i a b l e  m a r g in  
f o r  s e r v i c e s  w i l l  r e m a in  i n  t h e  c o u n t r y . P e t r o le u m  w i l l  b e  c a r r i e d  i n  
s u p e r - t a n k e r s  fro m  A l a s k a  t o  P u e r t o  A r m u e l le s  f o r  t r a n s s h i p m e n t  t o  s m a l l e r  
c a p a c i t y  t a n k e r s  w h ic h  w i l l  t r a n s p o r t  i t  a lo n g  t h e  A t l a n t i c  c o a s t  o f  t h e  
U n i t e d  S t a t e s  th r o u g h  t h e  P anam a C a n a l ;  w h i l e  th e ,  P u e r t o  A r m u e l le s  
i n s t a l l a t i o n s  a r e  b e i n g  c o m p le t e d ,  t h e  t r a n s s h ip m e n t  o f  t h e  p e t r o le u m  w i n  
t a k e  p l a c e  i n  t h e  o p e n  s e a .
E x p o r t s  o f  p e t r o le u m  p r o d u c t s  t o  t h e  C a n a l  Z o n e  o n c e  a g a i n  d r o p p e d , 
s h a r p l y  ( s e e  t a b l e  7 ) .  A t p r e s e n t ,  t h e i r  v o lu m e  a c c o u n t s  f o r  s l i g h t l y  l e s s  
t h a n  h a l f  o f  e x p o r t s  i n  1 9 7 4 .  T h i s  d e c r e a s e  i s  p a r t l y  d u e t o  t h e  r e d u c t i o n  
i n  s h i p  t r a f f i c  th r o u g h  t h e  C a n a l ,  w h ic h  b e g a n  i n  1 9 7 4 ,  an d  h a d  b e e n  b e c o m in g  
m o re  a c c e n t u a t e d  i n  r e c e n t  y e a r s .  I n  t h e  c o u r s e  o f  t h e  y e a r  t h e  I n s t i t u t o  
P anam eño d e  C o m e rc io  E x t e r i o r  w as c r e a t e d ;  t h i s  i s  a n  au to n o m o u s i n s t i t u t i o n  
i n  c h a r g e  o f  t h e  p r o m o t io n ,  d e v e lo p m e n t an d  d i v e r s i f i c a t i o n  o f  e x p o r t s .  I t
7/ T h e  p r i c e s  o f  c r u d e  o i l  a c q u i r e d  b y  t h e  Panam a r e f i n e r y  i n  t h e
r i n t e r n a t i o n a l  m a r k e t  i n c r e a s e d  m o re t h a n  t h o s e  o f  t h e  p e t r o le u m
r e f i n e d  i n  t h e  C a r ib b e a n  a r e a  an d  t h e  U n i te d  S t a t e s ,  w h e re  Panam a 
s e l l s  a  l a r g e  p a r t  o f  i t s  e x p o r t s .  T h i s  m eans t h a t  w hen t h e  p r i c e  o f  
e x p o r t e d  r e f i n e d  o i l  i s  co m p a re d  w i t h  t h a t  o f  im p o r te d  c r u d e  o i l ,  i t  
c a n  b e  s e e n  t h a t  t h e  m a r g in  o f  3 . 2 4  d o l l a r s  p e r  b a r r e l  i n  1 9 7 3  d ro p p e d  
t o  0 . 0 1  i n  1 9 7 4 ,  0 . 5 0  i n  1 9 7 5  an d  0 . 3 0  i n  1 9 7 6 ,  w h i l e  t h e  s i t u a t i o n  
a p p e a r s  t o  h a v e  b e e n  a g g r a v a t e d  i n  1 9 7 7 .
8/ A j o i n t  in v e s t m e n t  b y  COFINA an d  D o r t h v i l l e ,  a  N o r th  A m e r ic a n
e n t e r p r i s e  w h ic h  w i l l  c o n t r i b u t e  75% o f  t h e  4 0  m i l l i o n  d o l l a r
i n v e s t m e n t .  " ,
/centralizes functions
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c e n t r a l i z e s  f u n c t i o n s  w h ic h  w e re  c a r r i e d  o u t  b y  t h e  C e n tr o  d e  I n v e s t i g a c i ó n  
y  P r o m o c ió n  d e  I n v e r s i o n e s  y  E x p o r t a c i o n e s  ( C I E P I E X ) ,  a n d  t h e  D e p a r tm e n t 
o f  I n t e r n a t i o n a l  T r a d e  o f  t h e  M i n i s t r y  o f  T r a d e  an d  I n d u s t r y .9 /
( i i )  I m p o r t s . D u r in g  t h e  f i r s t  h a l f  o f  t h e  y e a r ;  co m p a red  w it h  t h e  
sam e p e r i o d  o f  t h e  p r e v io u s  y e a r ,  t h e  v a l u e  o f  im p o r t s  o f  g o o d s  i n c r e a s e d  
b y  n e a r l y  1 6 % , w it h  r e l a t i v e l y  s i m i l a r  g ro w th  r a t e s  f o r  im p o r t s  o f  co n su m e r 
g o o d s  ( 2 0 % ) ,  i n t e r m e d i a t e  g o o d s  (1 5 % )  a n d  m a c h in e r y  an d  e q u ip m e n t (1 7 % )
( s e e  t a b l e  8 ) .  T h i s  t r e n d  a p p e a r s  t o  h a v e  b e e n  r e v e r s e d  i n  t h e  s e c o n d  
h a l f  o f  t h e  y e a r ,  a s  a  r e s u l t  o f  a  d e c l i n e  i n  p u r c h a s e s  o f  c r u d e  o i l .
T h e  s u b s t a n t i a l  r e c o v e r y  o f  im p o r t s  o f  c o n s u m e r  g o o d s ,  f o l l o w i n g  a  
d ro p  i n  t h e  p r e v io u s  tw o  y e a r s ,  w as p e r h a p s  d u e t o  t h e  i n c r e a s e  i n  p u r c h a s e s  
o f  c o n s u m e r  d u r a b l e s ,  s i n c e  n o  p r o b le m s  o c c u r e d  in -  t h e  d o m e s t io  s u p p ly  o f  
c u r r e n t  p r o d u c t s  w h ic h  m ig h t  e x p l a i n  t h e  i n c r e a s e s  i n  im p o r t s  o f  t h e s e  
g o o d s .1 0 /  T h e  i n c r e a s e  i n  im p o r t s  o f  c a p i t a l  g o o d s  w as i n  k e e p in g  w it h  t h e  
p u b l i c  s p e n d in g  a l r e a d y  d e s c r i b e d .
( i i i )  T h e te r m s  o f  t r a d e . T h e  te r m s  o f  t r a d e  h a v e  b e e n  d e t e r i o r a t i n g  
s i n c e  1 9 7 3  w it h  t h e  r e s u l t  t h a t  t h e  in d e x  i n  1 9 7 7  w as 20% lo w e r  t h a n  i n  1 9 7 2 .  
T h e  p u r c h a s i n g  p o w er o f  e x p o r t s  o f  g o o d s  d u r in g  t h i s  p e r i o d  u n d e rw e n t a  
s i m i l a r  d e c r e a s e  ( s e e  t a b l e  9 ) .
T h e  d e c l i n e  i n  t h e  te r m s  o f  t r a d e  may b e  e x p l a i n e d  f i r s t  o f  a l l  b y  
t h e  i n c r e a s i n g  s h a r e  o f  c r u d e  o i l  i n  t h e  v a l u e  o f  im p o r t s  ( w h ic h  r o s e  fro m  
l e s s  t h a n  20% i n  1 9 7 2  t o  35% i n  1 9 7 7 ) ,  w h ic h  i s  h i g h e r  t h a n  t h a t  o f  s a l e s  
o f  o i l  a n d  p e t r o le u m  p r o d u c t s  i n  t o t a l  e x p o r t s  (17%  i n  1 9 7 0  a n d  25% i n  1 9 7 7 ) .  
S e c o n d l y ,  t h e  te r m s  o f  t r a d e  w e re  a l s o  a f f e c t e d  b y  t h e  d e c r e a s e  i n  t h e  
p r i c e s  o f  b a n a n a s ,  s u g a r  an d  s h r i m p s ,  w h o se  u n i t  e x p o r t  v a l u e s  a s  a  w h o le  
d ro p p e d  b y  3 .5 % .
9/  C IE P IE X  m ade a  s t a r t  o n  r e s e a r c h  t o  e s t a b l i s h  t h e  e x p o r t  c a p a c i t y  o f  
P a n a m a n ia n  i n d u s t r y ,  t h r o u g h  s u r v e y s  c a r r i e d  o u t  b y  e n t e r p r i s e s  a n d  b y  
p r o d u c t s ,  w i t h  t h e  e m p h a s is  o n  p o s s i b l e  n o n - t r a d i t i o n a l  e x p o r t s .  T h e 
i n d u s t r i e s  w i t h  e x p o r t  p o t e n t i a l  i n c l u d e  c o n c e n t r a t e d  to m a to  p r o d u c t s ,  
m i lk  p r o d u c t s ,  y e a s t s ,  t i n n e d  s a r d i n e s ,  m e d i c i n e s ,  b i s c u i t s ,  m e a t 
p r o d u c t s ,  wood v e n e e r s ,  e t c .
1 0 /  A g r i c u l t u r e  o u t p u t  i n c r e a s e d  b y  1 0 % , l i v e s t o c k  b y  4% a n d  t h e  p r o d u c t  




PANAMA! VALUE AND BREAKDOWN OF IMPORTS OF GOODS (OF)
Millions of dollars ■ , J Growth ratesbreakdown _______
1974 1975 1976 19762/ 1977^ 1973 1977^/ 1975 1976 1977^
Consumer goods 64 64 61 26 31 9«7 7.2 -1.4 -3.9 20.1
Intermediate goods 648 685 632 285 327 69.9 77.9 5.8 -7.7 14.9
Crude petroleum ¿ 6 347 246 109 148 19.4 35.2 21.6 -29.3 36.1
Others 362 338 387 176 179 50.5 42.6 -6.7 14.4 1.8
Capital goods 110 129 147 53 62 20.4 14.8 16.8 14.2 17.2
Total 822 878 840 364 420 100.0 100.0 6.7 -4.3 15.6
Source! CEPAL, on the basis of data supplied by the Office of the Controller-General of Panama« 
a/ F irst half of the year«
b/ F irst half of 1977 compared with the f ir s t  half of 1976.
/Table 9
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PANAMA: MAIN INDICATORS OF FOREIGN TRADE
Table 9
1972 . 1973 1974 1975 1976 19775/









Terms of trade in goods
Purchasing power of exports of goods



































































(b) Balance of payments
The external situation inproved slightly in 1977, owing to a reduction 
- of little importance, however - in the deficit of visible trade and an 
increase in the Surplus of the services account. As a result, the deficit 
on current account dropped by slightly over 60 million dollars (see table 10). 
The balance of the servicing of external capital, increased slightly but 
did not exceed the levels achieved in 1973 and 1974, and both outflows 
of external investment income, and income from interest on loans to 
residents abroad increased to the same extent.
(c) The external debt
In 1977, the government's external debt reached the figure of 640 
million dollars, which was 20% higher than in 1976. The new level was 
nearly three times higher than the accumulated debt at the end of 1972.
The value of amortization and interest payments was 29% higher than in 
1976 and for the second consecutive year increased more than the debt 
(see table 11).
Although the resources for servicing the external debt still remained 
at low levels compared with exports, this coefficient has increased 
rapidly over the last three years, from 4.5% in 1975 to 8% in 1977.
4. Prices
The annual average variations in prices, which reached their maximum 
in 1974 (16.8%), dropped over the next two years to 5.5% and 2.3% 
respectively. In 1977, however, there was a reactivation of inflation 
when consumer prices increased by 9.4% as the result of the effects of 
higher import prices.
The governments concern to improve the level of living of the lowest 
income level of the population by controlling the prices of the most basic 
foodstuffs contributed to the fact that the relative increase in this item 




PANAMA« BALANCE CF PAYMENTS 
(Millions of OS dollars?
1972 1975 ..1974 1975 ' 1976 1977
Current account
Exports of goods and services 455 519 760 850 803 866
Goods FOB 146 162 251 3 a 268 271
Services 309 357 499 519 535 595
Transport 61 68 165 156 145 165
Travel 85 105 122 133 149 164
Imports of goods and services 525 ?85 913 991 959 953
Goods FOB 408 458 760 823 784 760
Services 115 125 1» 168 175 193
Transport 59 68 90 100 95 102
Travel 26 27 31 32 36 46
Net payments of profits and interest on 
foreign capital -36 -45 -57 -23 -34 -39
Profits -14 -14 10 3 ; 2 - -
Interest -22 -29 -67 -26 ,-36, -39
Net private transfer payments -4 -13 -14 -11 -13 -15
Balance on current account -107 -120 -234 -175 -203 -141
Capital account
Net external financing (a+b+c+d+e) 107 120 234 175 203 141
(a) Net external non-compensatory capital 429 992 1 157 475 1 285
Direct investment 14 35 34 10 7
Long- and medium-term loans 146 174 189 201 773
Amortization payments -52 -60 -108 -46 -61
Short-term liabilities 292 854 1 032 303 558 > 141
Official transfer payments 9 9 1° 7 8
(b) Domestic non-compensatory capital or assets -241 -769 -811 -226 -932
(c) Errors and omissions -65 -106 -126 -97 -133
(d) Allocation of SDRs 4 - - - -
(e) Net compensatory financing
(minus sign signifies an increase) -22 3 12 23 -17 9 0»
Balance-of-payments loans, trade arrears, 
IMF loans, and other liabilities of the
monetary authorities - - 9 12 29
Amortization payments - - - - - 00O
Variation in gross international reserves
(minus sign signifies an increase) -22 3 3 10 -46 O00
Foreign exchange reserves
(minus sign signifies an increase) -18 5 -7 15 -47 • 0«
Gold reserves
(minus sign signifies an increase) -4 - 10 - - 000
SDRs
(minus sign signifies an increase) - - - -5 1 • 00
Sources« 1972-1976« CEPAL, on the basis of data from the International Monetary Fund;
1977« CEPAL, on the basis of data supplied by the Office of the Controller-General of Panama, Statistics 
and Census Office.
/Table 11
PANAMA* INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars at carrent prices)
fable 11
1972 1973 1974 1975 1976 1977a/
Public debt and debts 
guaranteed by the State b/ 214.9 296.9 358.9 427.4 510.2 614.0
Servicing of external debt 23.8 28.2 41.8 38.2 53.4 69.1
Amortization payments 10.1 11.4 8.7 9.3 17.0 27.8
Interest payments 13.7 16.8 33.1 28.9 36.4 41.3
Servicing of external debt, 
as a percentage of total 
exports 5.2 5.4 5.6 4.5 6.7 8.0
Source» Office of the Controller-General of Panama, statistics and Census Office., 




PANAMAt EVOLUTION OF DOMESTIC PRICES
1972 1973 ' 1974 1975 1976 ' •': 1977'
Variation from December to December
Consumer price index 6.7 9.7 16.6 1.8 3.3 9*2
Food ' k.k 17.8 21.1 -0.4 4.0 6.2
Wholesale price index 6.2 18.7 27.0 Í2.3 3.8 7.7a/
Imported produots 4.6 20.2 25.1 ' 9.7 3.5 9.0a/
Agricultural products 4.5 12.7 ' V':-2B.9 T V! 10.8 :- 6.5 ' 5.4a/
Manufactures 8.3 19.6 27.9 15.1 ' 3.2 ' 7.6a/
Variation between annual averages
Consumer price index 5.3 6.9
: r - 5") 16.8• —  • v 5*5 2.3
9.4
Food 4,6 9.8 , ; 22.8 6.8 1.2 6.3
Wholesale price index 8*5 10.5 30.2 14.0 7.8 6.5b/
Imported products 6.7 11.6 28.8 12.5 5.8 8.7b/
Agricultural products 4.0 9«1 , 23.8 20.3 6.4 4.7b/
Manufactures n*9 ,10.! 33.7 . 13.3 9.9 5.5b/
Sources« Statistics and Census Office, Panama en cifrasl972-1976 and Estadísticas panameñas. Indicadores 
eoonóaicos y sociales. Bulletin. 749 and ?6l.
¿/ Variation between September 1976 and September 197?.
Jb/ Variation between the averages for January, June and September 1976 and the same months in 1977.
/With regard
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With regard to wholesale prices - although data for the whole year 
is not available - if the September levels for the last two years are compared, 
it may be observed that while agricultural products increased by 5,4%, 
manufactures increased by 7.6%, also as the result of the greater effect on 
them of increases in imported inputs.
5. Monetary trends
The strengthening of the ipternational financial centre which resulted 
from the banking law of 1970,11/ has continued rapidly in recent years.
Sight deposits and particularly time deposits in the banking system grew 
considerably, encouraged by this law which, in addition to other incentives, 
gives great freedom of movement to capital established in Panama.
The deposits as a whole increased from 740 million dollars in 1970 to 
8,900 million dollars in 1976 and 11,500 million dollars in 1977, which gives 
a more than fifteen-fold increase in the present decade to date and a 30% 
increase over the last year. One of the most particular causes of the above 
Was the increase in external deposits, which grew from 400 million dollars 
in 1970 to 10,350 million dollars over the last year (some twentyeight-fold) 
and increased 31% in 1977 (see table 13).
These trends determined the notable dynamism of the variables of the 
banking system, and probably the growth of monetary supply tends to accentuate, 
or at least maintain, the inflationary pressures of external origin with 
which the Panamanian economy has been faced.
It is, however, considered that this did not have any significant 
effect on the internal order, since the great majority of deposits were 
channelled systematically and increasingly towards financing the activities 
of residents abroad; however, the sums given over to financing domestic 
development were very small. In 1970, of the total credit granted by the 
banking system, nearly 60% was earmarked for domestic activities, while in 
1976 this percentage was only 19% (see table 14). Despite this, a comparison
11/ See the notes on Panama in CEPAL, Economic Survey of Latin America, 




PANAMA* CONSOLIDATED BALANCE OF THE BANKING SYSTEM 
(Millions of balboas)
— '■..  - ■ ■ • ■ ...... . • . , .. ■. . . . . . . . . . . ‘ . .......... ;■....-  ' Balance at end of eacb y ear
........ 1974 v 1975 1976 197?S/
Jaséis "" 6 475 8 433 9 865 12 408
Liquidity i  aOo , g  lg6 - 3 132 i m
Cash holdings 38 45 39 47
Sight deposits in banks and agencies 197 203 127 2B6
By foreign banks b/ 191 164 81 162
By local banks c/ 6 39 46 124
Time deposits in banks and agencies 1437 1 532 2 405 2 873
By foreign banks 162 1 198 1 937 2 444
By local banks 75 163 188 296
Byagencies 200 170 200 133
Deposits in IMF 14 20 18 17
Other assets 121 355 542 472
Investment 4 423 6 067 6 490 8 238■ v,, ■ *. . . . . . . -------------- . .  . J - f T — • : “ " -
Loans and discounts 4 333 ■ 6 371 ■ .8 135
Securities ' 90 ' • ............ 81 ■' 119 103
Others 243 210 243 475
L iab ilities and capital 6 475 8 433 9 865 12 408
Sight deposits 451 406 644 582
By the private sector 191 170 186 240
By the public sector 68 46 42 76
By foreigners 62 96 129 121
By foreign banks b/ 129 68 250 108
By local banks 24 37 37
Time and linited-access deposits 5 572 7 4§5 8 236 10 967
By the private sector 415 465 498 586
By foreigners 549 1 046 1 179 1 283
By foreign banks b/ 4 508 5 839 6 327 8 841
By local banks 100 145 232 255
L iabilities in respect of banks and
international agencies 78 108 582 174
Other l ia b ilit ie s , capital and reserves 374 425 404 685
Source» CEPAL, on the basis of figures supplied by the S ta tis tics  and Census Office, Office of the 
Controller General of Panama.
a/ Preliminary figures.
b/ Including banks and agencies in the Panama Canal Zone, 




PANAMA: ALLOCATION OF LOANS GRANTED BÏ THE BANKING SïSTEM 
(Millions of balboas)
1970 1971 1972 1973 1974 1975 1976
At end of June 
1976 1977
Total - “ 942 1 512 2 233 ‘ 3 686 8 995 8 846 10 498 5 635 4 338
To residents abroad 392 647 1 228 2 293 6 942 6 938 8 516 4 696 3 379
Personal consunption 66 94 121 195 307 141 :,f l l k 54 35
Production 431 628 756 976 1 382 1 174 1 235 601 586
Agriculture 37 59 78 101 127 151 133 75 88
Manufacturing 40 s 85 93 92 166 205 205 97 106
Comeree 354 464 584 783 1 089 818 897 429 392
Housing and other construction 44 81 91 157 267 331 245 124 138
Unclassified and others 8 62 37 65 97 262 388 160 199




o f  t h e  f i r s t  h a l f  o f  1 9 7 6  w it h  t h e  f i r s t  h a l f  o f  1 9 7 7  sh ow s a  s l i g h t  i n c r e a s e  
i n  t h i s  s h a r e  (1 7 %  an d  22% i è â | » c t i v è l y ) ,  w h ic h  o o x ild  i n d i c a t e  t h e  r e v e r s i o n  
o f  t h i s  t r e n d .  ...... . . . . . .
T h e  c o m b in a t io n  o f  t h e  r a p i d  g ro w th  o f  d e p o s i t s  an d  t h e  m o r e  m o d e r a t e  
. b u t  s t i l l  d y n a m ic  g ro w th  o f - c r e d i t  a c t i v i t y  r e s u l t e d  i n  a n  e x p a n s io n  o f  t h e  
l i q u i d i t y  o f  t h e  b a n k in g  s y s te m  ( 1 8 % ) ,  w h ic h  a g a i n  w as m a in ly  c h a n n e l l e d  
to w a r d s  t h e  e x t e r i o r  i n  t h e  fo r m  o f  s i g h t  d e p o s i t s  a n d  t im e  d e p o s i t s  i n  
b a n k s  an d  a g e n c i e s  ( s e e  t a b l e  1 * 0 .
I n  c r e d i t  a c t i v i t y ,  t h e  b a l a n c e  o f  in v e s t m e n t  i n  t h e  b a n k in g  s y s te m  
sh ow ed  a n  i n c r e a s e  o f  2 7 % , w h ic h  c o u l d  b e  a t t r i b u t e d  t o  l o a n s  an d  d i s c o u n t s ,  
t h e  m a jo r i t y  o f  w h ic h ,  a s  h a s  a l r e a d y  b e e n  o b s e r v e d ,  a r e  i n v e s t e d  a b r o a d .  
I n v e s t m e n t  i n  s e c u r i t i e s  d ro p p e d  b y  13% .
From  a n o t h e r  p o i n t  o f  v ie w *  t h e  a m o u n ts  o f  new l o a n s  g r a n t e d  a t  
J u n e  1 9 7 7 ,  co m p a re d  w i t h  t h e  sam e p e r i o d  o f  t h e  p r e v i o u s  y e a r ,  sh ow ed  a "  
d ro p  o f '2 3 % , w h ic h  i s  e x p l a i n e d  b y  t h e  d e c r e a s e  i n  c r e d i t s  t o  r e s i d e n t s  a b r o a d .  
A t t h e  d o m e s t ic  l e v e l ,  t h e  s e c t o r  m o s t  a f f e c t e d  b y  t h e  r e d u c t i o n  i n  c r e d i t  
w as t h e  t r a d e  s e c t o r ,  t h e  f i n a n c i n g  o f  w h ic h  d ro p p e d  b y  9% co m p a re d  w it h  
f i g u r e s  f o r  t h e  sam e p e r i o d  o f . t h e  p r e v i o u s  y e a r .
6 .  F i s c a l  p o l i c y
T h e  S t a t e  h a s  f o l lo w e d  t h e  s t r a t e g y  o f  c o n t a i n i n g  t h e  g ro w th  o f  c u r r e n t  
e x p e n d i t u r e ,  b y  c o n c e n t r a t i n g  e x p a n s io n  o n  c a p i t a l ,  e x p e n d i t u r e ,  th r o u g h  
t h e  im p le m e n t a t io n  o f  l a r g e - s c a l e  in v e s t m e n t  p r o j e c t s .  T h i s  p o l i c y  i n d i c a t e s  
t h e  b a s i s  o n  w h ic h  t h e  f u t u r e  d e v e lo p m e n t o f  P anam a w i l l  r e s t .  I t  i s  
e s t i m a t e d  t h a t  w hen t h e  p r o j e c t s  d i s c u s s e d  b e lo w  a r e  c c â in p le tè d , t h é  s t r u c t u r e  
o f  t h e  a p p a r a t u s  o f  p r o d u c t i o n  w i l l  c h a n g e ,  s i n c e  t h e r e  w i l l  b e  m ore 
d i v e r s i f i c a t i o n  a n d  b e t t e r  p o s s i b i l i t i e s  f o r  a  c o n s t a n t  an d  s t a b l e  g r o w th .
I n  1 9 7 7 ,  t h e  g o v e rn m e n t m a i n t a in e d  c o n su m e r  e x p e n d in g  a t  l e v e l s  i n  
k e e p in g  w it h  t h e  g ro w th  o f  c u r r e n t  in c o m e . T h i s  i n c r e a s e d  b y  1 7 % , w h i l e  
e x p e n d i t u r e  g rew  b y  1 1 % , w it h  t h e  r e s u l t  t h a t  t h e  s a v i n g s  o n  c u r r e n t  a c c o u n t  




PANAMA« CENTRAL GOVERNMENT INCOME AND EXPENDITURE
Millions of balboas Growth rates
1974 1975 1976 1977^ 1975 1976 19772/
1. Current income 271 297 323 379 9.5 8.6 17.3
Tax revenue 210 227 224 281 8.1 -1.3 25.4
Direct 100 114 108 130 14.0 -5.3 20.4
Indirect 110 113 U5 151 ; 2.7 1.8 31.3
Non-tax remiue 54 64 58 62 18.5 +9.4 6.9
Other current income 7 6 41 36 -14.3 583.3 -12.2
2. Current expenditure 254 280 308 341 10.2 10.0 10.7
Wages and salaries 152 170 178 195 11.8 .4.7 9.6
Other current expenditure 102 no 130 146 7.8 18.2 12.3
3. Saving on current account (l-2) 17 17 15 38 11.6 153.3
4. Capital expenditure 1 » 168 171 216 9.8 1.8 26.3
Fixed capital, financial
investment and transfers 133 145 143 180 9.0 -1.4 25.9
Amortization of the debt 20 23 28 36 15.0 a .7 28.6
5« Total expenditure (2+4) 407 448 479 557 10.4 6.8 16.2
6. Fiscal deficit (or surplus) (1-5) -206 -151 -156 -178
7. Financing o f deficit 206 151 156 178 -26.7 3.3 14.1
Domestic financing 133 78 66 57 —41.4 -15.4 -13.6
External financing 73 . 73 . 90 i a - 23.3 34.4




The increase ini current incomewas mainly due to the increase in tax 
earnings, both direct and indirect, since non-tax earnings grew more 
moderately. The increase in indirect taxes partly originated in the entry 
into force of a new tax on transactions in real estate and a 5% tax on 
imports and the domestic value added.
During 1977, formulae continued to-be sought for improving administrative 
efficiency and the provision of publid services. The integration prodess 
is well advanced, under the joint management of the health systems, which 
were the responsibility of the'Ministry of Health and the Social Security 
Fund. At the same time, decentralization by provinces has started, and 
increased the operational capacity and efficiency both of drinking water and 
sewerage services and of nutrition programmes. In educational matters, 
important changes also took place; the educational reform begun in 1971 
continued; this was aitned at making compulsory the basic cycle of nine grades 
instead of six.12/
Capital spending increased by 27%. ' Mention should be made here of the 
impetus given to important projects connected with production activities such 
as the sugar mills and the cement plant. The implementation continued of 
other projects already started, such as the new airport which will come into 
service in the first months of 1978, which represents an investment of 
72 million dollars. This would be complemented by an airfreight terminal 
wchich will be financed by the airlines operating in Panama. Work was 
carried out on the fishing port of Vancamonte, with an investment of 
14 million dollars. The work which had been taking place in the Bahia de 
las Minas for the container port was, however, suspended, since Cocosolo - the 
most appropriate site for locating the port - will come under Panamanian 
jurisdiction as the result of the ratification of the Canal Zone treaties.
12/ The reform also includes the extension of the teacher training college 
of Veraguas and the creation of four professional and technical 
institutes. Regional university centres are also being set up.
/The construction
- 706 -
The construction of the Pan American highway continued,on the Isthmus 
of DariSn, and nearly two-thirds of it have now be.en completed; in the rural 
development roads programme 250 kilometers were completed with a credit 
of 43 million dollars.
Lastly, considerable progress was made on the studies and design for 
the copper project, which have absorbed a great quantity of financial resources. 
In electrical energy, as has already been said, notable efforts were also 
made, both in the increase in the installed capacity and ip the change from 
thermoelectric to hydroelectric sources of energy.
Despite the increase in savings on current account, the expansion of 
capital expenditure contributed to increasing the deficit on public account 
by 14%; its financing depended more heavily on external savings - mainly of 
private origin - while internal credit again declined (see table 15). Mention 
should be made here of the continuing growth of the resources earmarked for 




1 .  T h e  o v e r a l l  p i c t u r e
T h e r e  w as a  m ark ed  i n c r e a s e  i n  t h e  r a t e  o f  g r o w th  o f  t h e  P a r a g u a y a n  
eco n om y  i n  1 9 7 7 *  e v e n  th o u g h  e x p a n s i o n  h a d  b e e n  s t r o n g  an d  c o n t in u o u s  
s i n c e  1 9 7 3 ,  I n  1 9 7 7  o v e r a l l  g ro w th  r e a c h e d  a lm o s t  12% a n d  t h e  p e r  c a p i t a  
p r o d u c t  r o s e  b y  8 .5 % .  I n  a d d i t i o n ,  a  s u b s t a n t i a l  im p ro v e m e n t i n  t h e  te r m s  
o f  t r a d e  p r o d u c e d  a  m uch h i g h e r  r i$ ,e ..; '.i l5 % ) i n  g r o s s  in c o m e  t h a n  i n  t h e  
d o m e s t i c  p r o d u c t  ( s e e  t a b l e  1 ) ,
I n  s e c t o r a l  t e r m s ,  t h e  g r e a t e r  e x p a n s io n  o f  t h e  econ om y  w as d u e t o  
r a p i d  g ro w th  i n  t h e  g o o d s - p r o d u c in g  s e c t o r s  ( 1 4 % ) ,  p a r t i c u l a r l y  
m a n u f a c t u r in g  a n d  c o n s t r u c t i o n .  A g r i c u l t u r e  a l s o  e x p a n d e d  a t  a  v e r y  r a p i d  
r a t e ,  e s p e c i a l l y  a s  a  r e s u l t  o f  t h e  r i s e s  i n  som e e x p o r t  c r o p s  s u c h  a s  
c o t t o n  an d  s o y a  b e a n s .  T h e  s e r v i c e  s e c t o r s ,  f o r  t h e i r  p a r t ,  c o n t in u e d  t d  
g row  a t  t h e  m o d e r a te  r a t e s  o f  t h e  p r e c e d i n g  y e a r .
A t . c u r r e n t  v a l u e s  e x p o r t s  i n c r e a s e d  b y  t h e  u n p r e c e d e n t e d  am o u n t q f . 
a lm o s t  5 0 % , d u e t o  a  c o n s i d e r a b l e  r i s e  i n  v o lu m e a n d  a  m ark ed  i n c r e a s e  i n  
u n i t  v a l u e s .  Among p r o d u c t s  w i t h  s u b s t a n t i a l  i n c r e a s e s  i n  s a l e s  a b r o a d  
c o t t o n  an d  s o y a  b e a n s  w e re  o u t s t a n d i n g ,  a m o u n tin g  f o r  50% o f  t h e  t o t a l  
v a l u e  o f  e x p o r t s ,  a s  a g a i n s t  o n l y  18% i n  1 9 7 3 .
Im p o r t s  i n c r e a s e d  a t  a  r a t e  s i m i l a r  t o  t h a t  o f  e x p o r t s  i n  v a l u e  
t e r m s ,  s t i m u l a t e d  b y  s t r o n g  g ro w th  i n  d o m e s t i c  c o n s u m p tio n  an d  a n  e v e n  ; 
g r e a t e r  i n c r e a s e  i n  i n v e s t m e n t .
P r i c e s  r o s e  f a s t e r  t h a n  i n  t h e  p r e c e d i n g  y e a r ,  g ro w in g  b y  m ore t h a n  
9% co m p a re d  w it h  4% i n  1 9 7 6 .  T h e  m ean s o f  p a y m en t i n c r e a s e d  b y  m ore t h a n  
3 1% , an d  a  f a v o u r a b l e  t r e n d  i n  g o v e rn m e n t in c o m e  p r o d u c e d  a  f i s c a l  s u r p l u s  
w h ic h  c o n t r a s t e d  w it h  t h e  l a r g e  d e f i c i t  o f  t h e  p r e v i o u s  y e a ir .
T h e  m ark ed  r i s e  i n  im p o r t s  o f  g o o d s  a n d  s e r v i c e s  l e d  t o  a  s u b s t a n t i a l  
i n c r e a s e  i n  t h e  d e f i c i t  o n  c u r r e n t  a c c o u n t .  N e v e r t h e l e s s ,  a s  a  r e s u l t  o f  
a  l a r g e  i n f l o w  o f  n o n -c o m p e n s a to r y  c a p i t a l  t h e  b a l a n c e  o f  p a y m e n ts  r e c o r d e d  
a  s u r p l u s ,  w h ic h  i n  t u r n  p r o d u c e d  a  new  r i s e  i n  i n t e r n a t i o n a l  r e s e r v e s  o f  
t h e  o r d e r  o f  1 1 0  m i l l i o n  d o l l a r s .  T h e  d i s b u r s e d  f o r e i g n  d e b t  r o s e  fro m  
4 5 6  m i l l i o n  d o l l a r s  t o  5 1 8  m i l l i o n  d o l l a r s  b e tw e e n  t h e  e n d  o f  1 9 7 6  a n d  




PARAGUAY! MAIN ECONOMIC INDICATORS
1972 1973 1974 1975 1976 1977a/
Basie economic indicators
Gross domestic product at factor cost
(millions pf US dollars at 1970 prices) 892 962 1 ote 1 094 • 1 177 1 314
Population (millions) 2.43 2.50 2.57 2.65 2.73 2.81
Gross per capita domestic product 
(US dollars at 1970 prices) 367 385 405 413 432 468
Short-run economic indicators 
Gross domestic product
Cfrowth rates 
5.1 7.8 8.3 5.0 7.5 11.7
Gross per capita domestic product 2.3 4.9 5.3 2.1 4.4 8.5
Gross income b/ 5.7 11,5 6.8 3.5 7.7 14*9
Terms of trade 3.1 • 28.4 -U.8 -10*8 4.0 ' 26.2
Current value of exports of goods and 
services 18.8 40.6 38.9 1.4 0.5 49.3
Current value, of imports of goods and 
services -2.6 52.0 55.9 19.5 -0.7 , 48.3
Consumer price index 
December to December 9.5 14.1 22.0 8.7 3.4 9.4
Anneal average variation 9.2 12*8 25.2 6.7 4*5 9.4
Money 20.0 32.6 .21.0 17.9 21.1 31.6
Current income of government 6.4 22.3 40.0 10.0 7*5 37.3
Total government expenditure 11.8 9.7 30.4 24.6 22.6 13.1
Fiscal deficit/total government expenditure </ 1' 9.3 -1.2 -8.9 3.8 15.4 -2.4
External sector
Trade balance, goods and services -1 -12 -44 -90 -87 -127
Balance on current account -9 -20 ' -57 -94 -98 -141
Variation in net international reserves 9 21 30 29 40 111
Disbursed foreign debt 192 219 272 332 456 518
a/ Preliminary figures.




2 ,  R e c e n t  e c o n o m ic  t r e n d s
( a ) T o t a l  s u p p ly  a n d  dem and
A s a l r e a d y  n o t e d ,  t h e  eco n om y  e x p a n d e d  s t r o n g l y  i n  1 9 7 7 ,  T h e  g r o s s  
d o m e s t ic  p r o d u c t  r o s e  b y  1 1 ,7 % ,  a lm o s t  d o u b le  t h e  r a t e  r e c o r d e d  b e tw e e n  
1 9 7 1  an d  1 9 7 5  a n d  w e l l  a b o v e  b o t h  t h e  . s u b s t a n t i a l  i n c r e a s e  o f  7 ,5 %  i n  t h e  
p r e v i o u s  y e a r  a n d  t h e  a v e r a g e  a n n u a l  i n c r e a s e , . a l s o  o f  7 .5 % ,  l a i d  down 
i n  t h e  D e v e lo p m e n t P la n  f o r  1 9 7 7 - 1 9 8 1 .
T o t a l  s u p p ly  e x p a n d e d  b y  o v e r  1 5 % , i . e . ,  m o re t h a n  t h e  g r o s s  d o m e s t ic  
p r o d u c t ,  a s  a  r e s u l t  o f  a  s u b s t a n t i a l  i i s e  ( a b o u t  40% ) i n  t h e  v o lu m e  o f  
i m p o r t s ,  i n  m a rk ed  c o n t r a s t  t o  t h e i r  s t a g n a t i o n  t h e  p r e v i o u s  y e a r .  A s a  
r e s u l t  o f  t h i s  t r e n d ,  t h è  im p o r t  r a t i o  w as C o n s i d e r a b l y  h i g h e r  i n  1 9 7 7  
t h a n  i n  1 9 7 0  ( s e e  t a b l e  2 ) .
S i g n i f i c a n t  i n  t o t a l  dem and w as t h e  14% r i s e  i n  t h e  v o lu m e  o f  e x p o r t s ,  
w h ic h  c o n t r a s t e d  w it h  t h e  s t a g n a t i o n  o f  p r e v i o u s  y e a r s .  T h e  e x p o r t  
c o e f f i c i e n t ,  h o w e v e r ,  d ro p p e d  fr o m  15% i n  1 9 7 0  t o  l e s s  t h a n  12% i n  1 9 7 7 .
D e s p i t e  t h e  d i s t i n c t l y  f a v o u r a b l e  t r e n d  o f  e x t e r n a l  d em an d , t h e  
s t r o n g e s t  e le m e n t  i n  t o t a l  dem and w as a g a i n  d o m e s t i c  d em an d , b a s i c a l l y  a s  
a  r e s u l t  o f  t h e  t r e n d  o f  i n v e s t m e n t .  G r o s s  f i x e d  in v e s t m e n t  r o s e  b y  m o re 
t h a n  2 8 % , t h u s  c o n t i n u i n g  i t s  s u s t a i n e d  g ro w th  o f  r e c e n t  y e a r s .  T h i s  
e x p a n s i o n i s t  t r e n d  i s  c l o s e l y  l i n k e d  w it h  t h e  l a r g e - s c a l e  h y d r o e l e c t r i c  
s c h e m e s  em b a rk e d  u p o n  b y  P a r a g u a y  i n  c o j u n c t i o n  w it h  B r a z i l  a n d  A r g e n t i n a ,  
an d  h a s  l e d  t o  a  m a rk ed  upwards t r e n d  i n  t h e . ,  r a t i o  o f  f i x e d  in v e s t m e n t  t o  
g r o s s  d o m e s t ic  p r o d u c t  f r o m l e s s  t h a n  15% i n  1 9 7 0  t o  m o re t h a n  31% i n  1 9 7 7  
( s e e  t a b l e  2 ) .
T o t a l  c o n s u m p tio n  a l s o  r o s e  v e r y  f a s t  i n  1 9 7 7 ,  i n c r e a s i n g  b y  m o re  
t h a n  13% i n  c o n t r a s t  w i t h  t h e  r i s e  o f  l e s s  t h a n  2% r e c o r d e d  i n  1 9 7 6 .  B o th  
g o v e rn m e n t an d  p r i v a t e  c o n s u m p tio n  r e c o r d e d  h ig h  r a t e s  o f  i n c r e a s e .
( b )  G row th  o f  t h e  m a in  s e c t o r s
I n  1 9 7 7  t o t a l  a c t i v i t y  i n  t h e  g o o d s - p r o d u c in g  s e c t o r s  im p ro v e d  
c o n s i d e r a b l y  o v e r  t h e  p r e v i o u s  y e a r ,  t h e  1 9 7 7  r a t e  o f  14% b e i n g  m o re  t h a n  
t w i c e  t h e  1 9 7 6  r a t e  ( 6 % ) .  T h e  b a s i c  s e r v i c e s  an d  o t h e r  s e r v i c e s  s e c t o r s  
a l s o  r e c o r d e d  s u b s t a n t i a l  r i s e s ,  th o u g h  t h e s e  w e re  v e r y  s i m i l a r  t o  t h e  




PARAGUAYI TOTAL SUPPLY AND DEMAND
Millions of guaranies 
at 1970 prices
Percentage 
breakdown 1 Growth rates
1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Total supply 119 365 126 976 146 830 116.1 121.2 ¡y. £ 4 15.3
Gross domestic product at market prices 100 844 108 423 121 109 100.0 100.0 5.0 7.5 11.7
Diports of goods and services b/ IB 541 18 553 25 721 16.1 21.2 8.0 0.1 38.6
Total demand 119 385 126 976 146 830 116.1 121.2 5.5 6.4 15.3
Domestic demand 106 9?0 U4 599 132 726 101.2 109.6 6.2 7.1 15.8
Gross domestio investment 25 231 31 440 38 576 14.7 51.9 22.6 24.6 22.7
Gross fixed investment 22 643 29 5» 37 862 14.5 31.3 19.3 30.4 28.2
Construction 10 171 12 157 7.3 000 21,4 19.5 000
Machinery and equipment 12 472 17 376 7.2 • 00 17.6 39.3 000
Changes in stocks 2 588 1 906 714 0.2 0.6 65.9 -26.4 -62.5
Total consumption 81 739 83 159 94 150 86.5 77.7 1.9 1.7 13.2
General government 7 701 7 843 8 870 9.0 7.3 22.4 1.8 13.1
Private 74 038 75 316 85 280 77.5 70.4 0.2 1.7 13.2
Exports of goods and services b/ 12 415 12.377 14 104 14.9 11.6 -0,3 14.0
Source« CEPAL calculations on the basis of figures supplied by the Central Bank of Paraguay.
&/ Preliminary figures.
b/ The figures for exports and imports of goods and services ware taken from balance-of-payraents data expressed in 
dollars at current prices, which were converted to constant 1970 values by deflation, using price indexes 
calculated by CEPAL for the purpose.
/Table 3
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PARAGUAY: GROSS DOMBST3E PRODUCT, BY KDffi OF ECONOMIC ACTIVITY, AT FACTOR «1ST
Table 3









Electricity, gas and water 
Transport, storage and coranmications 
Subtotal basic services
Conmeroe, financial institutions and 
insurance
Real estate b/
Community, social and personal services c/ 
Subtotal other services
Total gross domestic product d/


























































Sources: 1970-1976: CEPAL calculations on the basis of figures supplied by the Central Bank of Paraguay. 
1977s CEPAL estimates on the basis of.data Aram the same source.
a/ Preliminary figures.
b/ Refers to ownership of dwellings only.
c/ Also includes restaurants, hotels and business services.
d/ As the individual activities, and the totals, were calculated independently, the sum of the former does not 









18 269 20 120 21 930 19.5 19.3 4.4 10.1 9.0
2 913 3 149 3 325 5.3 2.9 7.2 8.1 5.6
15 371 16 404 17 955 17.1 15.8 8.5 6.7 9.5
36 553 39 675 43 a o 39.9 38.1 6.3 8.5 8.9
93 461 100 485 112 242 100.0 100.0 5.0 7.5 11.7
/The agricultural
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The agricultural sector showed greater dynamism than in previous 
years, expanding by more than 9%. Agricultural production, stimulated by 
external demand and by policies designed to promote certain export crops, 
improved by 14%, basically as a-result of big rises in the volume of 
cotton and soya bean output* which increased by 112 and 25% respectively 
(see table 4). The stock-raising sector grew by more than 5% as against 
a rise of less than 4% the previous year.
Manufacturing, stimulated by a substantial rise in domestic and 
external demand, raised production in 1977 by 17%. The basic stimulus was 
strong growth in the output of the textiles, clothing and leather branch 
(39%), the outstanding feature within that branch being the higher output 
of cotton fibres (more than 115%). Substantial increases were also recorded 
in the output of tinned meat (40%), sugar (37%), cement (29%), tung oil 
(22%) and wheat flour (19%) (see table 5).
Construction made further substantial progress in 1977, as is 
indicated by its rate of increase of 32%.
3, The external sector
(a) Foreign trade
In value terms* e*ports.pose by almost 54% in 1977. This was in 
marked contrast with the relative stagnation of 1975 and 1976, and was well 
above the substantial growth rate recorded between 1972 and 1974. There 
was a significant increase in volume (14%), but the greatest improvement
was in unit values, which rose by about 35% (see table 6).
This marked improvement in exports in 1977 was basically due to 
bigger sales of cotton and soya beans (133% and 75% higher, respectively), 
and also to substantial rises for certain traditional export products such
as timber and vegetable oils (see table 7).
As a result of the exceptional growth in exports of soya beans, and 
still more of cotton, and the sharp drops in sales of meat recorded in 1975 
and 1976, the structure of exports has altered radically in recent years. 
Sales of meat, which even as recently as 1973 made up a third of the value of 
exports of goods, accounted for only 8% in 1977. The combined share of sales 
of soya beans and cotton in total exports, in contrast, rose over the same 
period from a fifth to almost half (see table 7).
/Table 4
PARAOTAfi INDICATORS. (TAGBICUmjRAt; FRODUCTKW
Table 4 •
1974 1975 1976 1977a/
Growth rates
1975 1976 1977a/
Indexes of agricultural production b/ 
(1972 = 100) 7 124.1 126.9 134.5 147.1 3.9 5.0 9.4
Crop farming e/ 122.5 126.5 133.8 151.8 3.3 5.7 14.0
Stock-raising 108.8 112.9 117.0 123.2 3.7 5.6 5.3
Production of some important crops 
(thousands of tons)
Cotton ... 85.0 100.0 105.0 222.5 17.6 5.0 1U.9
Rice 35.0 50.0 52.0 36.4 42.9 4.0 • -30*0
Sweet potatoes 183.7 178^ ; 187.1 196.5 -3.0 5.0 5.0
Cassava 814.2 862.6 867.5 876.2 -3.5 0.6 1.0
Maize 281.5 337.8 344.2 372.2 20.0 1.9 8.1
Soya beans 190.0 220.0 280.0 »0.0 15.8 27.3 25*0
Indicators of stock-raising production
(thousands of head)
Number of livestock 5 871.0 6 018.0 6 108.0 6 181.0 2.5 1.5 1.2
Number of animals slaughtered 577.9 498.3 537.3 635.3 -13.8 7.8 18.2
Sources Central Bank of Paraguay, Divisiih da Cuentas Hacionales, DivisiSn da PxcdueciSn, precios y Hercado Intamo. 
a/ Preliminary figures. . .
b/ Indexes of physical volume and gross value of production, 




PARAGSJAYi INDICATORS OF MANUFACTURING PRODUCTION
■ ' ■ : 1974 1975 1976 1977a/ 1975
Growth rates 
1976 1977a/
Index of manufacturing production 
(1972 * 100) 117.0 114.7 120.9 141.5 -2.0 5.5 17.0
Food, beverages and tobacco 104.5 96.0 100.7 116.0 -8.2 4.9 15.3
Textiles, clothing and leather ia .2  , 119.1 122.2 169.4 -1.7 2.6 38.6
Wood and furniture 147.4 163.5 144.8 179.0 11.0 -11.4 23.6
Paper and printing 109.5 126.2 123.8 144.3 15.2 -2.0 16.7
Chemicals 106.8 115.1 135.9 152.8 7.8 18.1 12.4
Non-afetallic minerals other than oil 
and coal 124.9 152.2 175.9 206,8 a .8 15.6 17.6
Basic metals 98.4 106.8 146.0 151.3 8.5 57.7 3.6
Metal products, machinery and equipment ; 113.4 U4.2 177.5 142.2 0.7 55.4 -19.9
Production of some important manufactures 
(thousands of tons)
Cotton fibres 24.1 32.2 33.8 72.8 33.5 5.1 115.5
Tannin 6.3 14.1 17.9 13.1 124.8 27.0 -26.7
Ting oil 12.5 12.9 15.7 19.1 3.3 a .6 a .7
Cement 102.8 3.57.7 154.8 199.7 34.4 12.4 29.0
Sugar . 70Jk 51.9 56,5 77.2 -26.3 8.9 36.7
Wheat flour 50.0 37.7 50.0 59.1 -24.6 32.2 18.8
Hides and skins 14.4 12.5 13.3 14.7 -13.8 6.6 10.4
Tinned meat 13.6 8.9 8.5 12.0 -34.8 -4.1 40.2
Sonrces: Central Bank of Paraguay, División de Cuentas Nacionales and División de Producción, Precios y Mercado Interno; 





PARAGUAY* «ÌN FOREIGN TRAIS INDICATORS
1972 1973: 1974 1975 1976 1977a/
Grcwth rates
Exports of goods
Value 29.1 49.5 35.1 2.0 2.8 53.9
Volume 15.8 3.8 3.8 1.8 3.1 14.3
Unit value 11.5 44.0 30.1 0.2 —0.4 34.8
Inports of goods
Value -4 .8 61.8 55-8 14.6 1.2 51.3
Volume -12.1 44.1 5.6 1.8 5.8 41.6
Unit value 8.2 12.2 47.6 12.5 -4 .4 6.9
Terms of trade 3.1
Indexes (1970 « 100)
28.4 -11.8 -10.8 4.0 26.2
Teams of trade 105.2 135.1 . 119.1 106.2 110.5 139.4
Purchasing power of exports of goods 118.6 157.0 143^ 130.4 139-9 201.7
Purchasing power of exports of goods and 
services 106.2 135.5 134.1 122.0 124.2 172.7





PARAGUAY: VALUE ADD BREAXDCWN OF EXPORTS OF GOCOS (FOB)
Millions of dollars Percentagebreakdown Growth rates
1974 1975 1976 1977a/ 1973 1977a/ 1975 1976 1977a/
Main traditional export 
products 84.6 82.7 65.1 85.1 52.3 30.5 -2.3 -21.3 . 30.7
Meat products 35.2 32.2 21.0 22.1 31.9 7.9 -8.5 -34.8 5.2
Timber 24.7 27.9 12.1 19.9 9.3 7.1 13.0 -56.6 64.5
Vegetable oils a/ 13.3 10.6 17.3 29.4 5.2 10.5 -20.3 63.2 69.9
Tobacco 11.4 12.0 14.7 13.7 5.9 4.9 5.3 22.5 6.8
New exports 45.5 53.0 75.6 146*8 20.3 52.6 16.5 42.6 94.2
Soya beans 15.0 17.5 32.2 56.2 8.2 20.2 16.7 84.0 74.5
Cotton 16.5 20.1 34.6 80.5 9.1 28.8 21.8 72.1 132.7
Sugar 10.0 6.7 1.0 - 0.9 - -33.0 -85.1 • ••
Coffee 4.0 8.7 7.8 1 0 4 2.1 3.6 117.5 -10.3 29.5
Other exports 39.7 41.0 41.1 47.0 27.4 16.9 3.3 0.2 14.4
Total 169.8 176.7 181.8 278.9 100.0 100.0 4.1 2.9 53.4




T h e r e  w as a l s o  a  r a p i d  c h a n g e  i n  im p o r t s  i n  1 9 7 7 .  G o b a l p r e l i m i n a r y  
e s t i m a t e s  i n d i c a t e  an  i n c r e a s e  o f  o v e r  50% i n  v a l u e ,  d u e t o  r i s e s  o f  42% 
i n  v o lu m e an d  7% i n  u n i t  v a l u e .
T h e  c h a n g e s  i n  u n i t  „ v a lu e s  o f  b o t h  e x p o r t s  a n d  im p o r t s  o f  g o o d s  l e d  
t o  a  s i g n i f i c a n t  im p ro v em e n t i n  t h e  t e r m s  o f  t r a d e .  I n  1 9 7 7  t h e  te r m s  o f  
t r a d e  in d e x  ( 1 9 7 0 = 1 0 0 )  r o s e  a b o v e  t h e  v e r y  f a v o u r a b l e  l e v e l  o f  1 9 7 3 ,  e a s i l y  
o f f s e t t i n g  t h e  f a l l s  o f  1 9 7 4  an d  1 9 7 5  ( s e e  t a b l e  6 ) .
( b )  B a l a n c e  o f  p a y m e n ts
I n  1 9 7 7  t h e r e  w as a  d e f i c i t  o f  a b o u t  7 0  m i l l i o n  d o l l a r s  o n  t r a d e  i n
g o o d s  ( a b o u t  2 0  m i l l i o n  d o l l a r s  h i g h e r  t h a n  t h e  f i g u r e s  f o r  1 9 7 5  a n d  1 9 7 6 )  
w h ic h ,  t o g e t h e r  w i t h  t h e  s h a r p  r i s e  i n  im p o r t s  o f  s e r v i c e s ,  l e d  t o  a  d e f i c i t  
o n  t h e  g o o d s  a n d  s e r v i c e s  a c c o u n t  o f  t h e  o r d e r  o f  1 3 0  m i l l i o n  d o l l a r s .
T a k in g  i n t o  a c c o u n t  t h e  e f f e c t s  o f  c h a n g e s  i n  n e t  p a y m é rits  o f  p r o f i t s  a n d
i n t e r e s t  o n  f o r e i g n  c a p i t a l  a n d  in c o m e  f r o m  n e t  p r i v a t e  t r a n s f e r  p a y m e n ts ,  
t h e r e  w as a  c u r r e n t  a c c o u n t  d e f i c i t  o f  a b o u t  1 4 0  m i l l i o n  d o l l a r s ,  w h ic h  w as 
m o re  t h a n  i n  1 9 7 5  an d  1 9 7 6  a n d  m uch h i g h e r  t h a n  t h e  f i g u r e s  f o r  t h e  p e r i o d  
1 9 7 2 - 1 9 7 4  ( s e e  t a b l e  8 ) .
D e s p i t e  t h i s  t r e n d  i n  t h e  c u r r e n t  a c c o u n t ,  t h e  s u b s t a n t i a l  r i s e  i n  
i n f l o w s  o f  n o n - c o m p e n s a t o r y ’c a p i t a l ,  w h ic h  e x c e e d e d  2 5 0  m i l l i o n  d o l l a r s ,  
g a v e  a  f i n a l  s u r p l u s  i n  t h e  b a l a n c e  o f  p a y m e n ts  o f  t h e  o r d e r ,  o f  1 1 1  m i l l i o n  
d o l l a r s ,  p r o d u c in g  a  s i m i l a r  i n c r e a s e  i n  n e t  i n t e r n a t i o n a l  r e s e r v e s .
( c )  F o r e i g n  d e b t
D u r in g  1 9 7 7  t h e  f o r e i g n  d e b t  r o s e  b y  a b o u t  1 4 % , s o  t h a t  a t  t h e  e n d  
o f  t h e  y e a r  t h e  t o t a l ,  d e b t  „was a lm o s t  d o u b le  t h a t  o f  o n l y  t h r e e  y e a r s  e a r l i e r .  
D e b t s e r v i c i n g  g re w  e v e n  f a s t e r  ( a b o u t  3 4 % ) .  N e v e r t h e l e s s ,  a s  a  r e s u l t  o f  
t h e  e x t r a o r d i n a r y  g ro w th  i n  t h e  v a l u e  o f  e x p o r t s  o f  g o o d s  a n d  s e r v i c e s ,  
a m o r t i z a t i o n  an d  i n t e r e s t  p a y m e n ts  r e p r e s e n t e d  a  s m a l l e r  p r o p o r t i o n  o f  e x p o r t s  




PARAGOMt* BAIANCE CF PAYMENTS 
(Millions of OS dollars)
1972 1973 1974 1975 1976 1977
Current account
Exports of goods' and services 106 149 207 210 211 315
Goods FOB 86 128 173 176 181 279
Services 20 21 34 34 .30 36
Transport 1 1 2 2 2 2
Travel > 11 11 12 io! 14 18
Imports of' goods and services 106 161 251 300 298 442
Goods FOB 79 127 198 227 230 348
■ Services . 27 34 53 73 68 94
Transport 10 15 27 32 34*'' 45
Travel' ' 8 10 10 12 13 13
Net payments of profits and interest on 
foreign capital -11 -10 -13 -13 -12 -16
Prpfits -2 • -2 -2 -1 -1 -2"
Interest -9 , -8 -11 -12 -11 -4;
Net private* transfer payments 2 2 ee» 9 1 2'
Balance ofr current account -9 -20' '■ -57 -94 -98 -141
Capital account
Net external fincancing (a+b+c+d+e) 9 20 57 94 96 i4i
(a) Net external non̂ -compensatory capital •24 51 103 114 206,'
Direct investment 3 9 21 14 18
. Lor«- and medium-term loans 26 35 49 123 217
Amortization payments -11 -11 -21 -18 -26
Short-term liabilities 2 14 51 -10 -7 > 252
Official transfer payments 4 4 3 .5 4
(b) Domestic non-compensatory capital or assets , “4 -4 -14 -3 -54
(o) Errors and omissions -4 -6 -2 12 -14
(d) Allocation of SDRs 2 " - - - •
(e) Not MBpensatory financing
(minus sign signifies an increase) -9 -21 -30 -29 -40 -111
Baianee-of*-payments loans, trade arrears, 
BF loans and other liabilities of the 
monetary authorities ; 3 1 3
Amoxtitation payments - -1 - - -
Variation in gross international reserves 
(minus sign signifies an increase) -9 -24 -30 -29 -42 -Ill
Foreign exchange reserves 
(minus sign signifies an increase) -7 -24 -30 -29 -41
Gold reserves
(minus sign signifies an increase) _ m -1
SDRs
(minus sign signifies an increase) -2 - - - -
Sources* 1972-1976* CEPAL, on the basis of data from the International Monetary Fund«




PAÎRAClUAXi INDTCAÏCÏS OF EXTERNAL 
(Millions of US dollars)
' . 'v 1972 1973 1974 1975 1976 1977
Total disbursed external debt 1 192.4 ¿ 9 .0 271.7 332.0 • 455.5 5Ì8.1
Servicing of external debt 20.0 22.4 28.5 35.6 37.6 50.3
Amortization payments 12.5 15.1 19.6 , 24.0 24*8 33.7
Interest payments 7.5 7.3 8.9 .11.6 12.8 16.6
Servieing of external debt as a percentage 
of exports of« goods and services 19.0 15.0 . 13.8 17.0 17.8 16.0
Source: Central Bank of Paraguay.
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4. Prices and monetary and fiscal development
(a) Prices
The pace of inflation accelerated in 1977. Annual changes in the 
consumer price index had slowed down sharply in 1975 and 1976 compared 
with 19.73 and 1974, but the index rose 9.4% in 1977, more than double the 
rate of increase in 1976 (see table 10). The emergence of new upward 
pressures on prices was closely linked to the rise in unit values of 
imports and exports, and also to greater domestic demand resulting from 
an appreciable increase in private consumption.
(b) Monetary and fiscal expansion
Between December 1976 and December 1977 there was an increase of 
32% in the means of payment, a faster growth rate than in 1975 and 1976.
As in previous years, the rise in net international reserves was 
again the main factor of expansion. These reserves increased by 66%, i.e., 
even higher than the high rates of 1975 and 1976. Domestic credit rose by 
10%, reflecting the relatively high growth of credit to the private sector 
(22%) and more than taking up for the decline in credit to the government and 
to public institutions. Monetary absorption factors increased by 32%, which 
was somewhat more than in the previous year (see table 11).
In the field of government finance, savings on current account were 
more than double the 1976 level as a result of a marked rise of the order 
of 37% in current income, compared with a 15% increase in current expenditure. 
Meanwhile the growth rate of government investment, which had been undergoing 





PARAGUAY: EVOtUTIOR CF DOMESTIC PRIEES 
(1964 = 100)
1972 1973 1974 1975 1976 1977
Variation from December to December
Consumer price index ... 14.1 22.0 8.7 3.4 9.4
Food ... 18.4 18.4 11.4 2.0 9.9
Variation between annual averages
Consumer prioe index , 9.2 12.8 25.2 6.7 4.5 9.4
Food ... 21.7 ; 24.8 4.6 4^ 11.3
Source: Central Bank of Paraguay*
/Table 11
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, Table 11 
PARAGUAY.- MONETARY POSITION
End-year balance 
(millions of guaranies) Growth rates
1974 1975 1976 1977a/ 1975 1976 1977a/
Money 15 120 17 829 21 590 28 403 17.9 21.1 31.6
Factors of expansion 35 816 41 535 51 991 68 590 22.8 25.2 31.9
Foreign assets (net) 10 058 13 986 20 494 33 933 39.1 46.5 65.6
Domestic credit 23 758 27 549 31 497 34 657 16.0 14.3 10.0
Government (net) 1 250 791 422 -1 995 -36.7 -46.6 eee
Official entities 3 024 3 634 3 119 2 687 20.2 -14.2 -13.9
Private sector 19 484 23 124 27 956 33 965 18.7 20.9 21.5
Factors of absorption 18 696 23 706 30 401 40 187 26.8 28.2 32.2
Quasi-money
(savings and time deposits) 14 260 19 258 24 159 3d 576 35.0 25.4 30.7
Long-term foreign borrowing 463 252 189 551 -45.6 -25.0 191.5
Other items (net) 3 973 4 196 6 053 8 060 5.6 44*3 33.2




PARAGUAY: CENTRAL GOVERNMENT INCOME AND EXPENDITURE
Table 12
Millions of guaranies Growth rates
1974 1975 1976 1977 1975 1976 1977
1. Current incone 16 262- ■ 17 894 19 244 26 429 10.0 7.5 37.3
Tax revenue - • 0 0 0 15 877 16 871 23 570 •  ■ 6.3 39.7
From taxes on external trade - • • • 0 0 © • 6 517 7 024 e a t 0 0 0  . . 7.8
Frran taxes on incase and property; •  • • 0 0 « 3 644 4 530 •  • • 0 0 O 24.3
From taxes on production and
transactions •  • • •*• 6 710 12 016 0 0 0 0 0 0 79.1
Non-tax revenue • •• 2 017 2 373 2 859 • •• 17.7 20.5
2. Current expenditure 12 054 14 412 16 157 18 555 19.6 12.1 14.8
Wages and salaries 0 0 # 6 126 7 325 8 529 0 0 0 19.6 16.4
Other current expenditure 0 0 0 8 286 8 832 10 024 0 0 0 6.6 13.5
3. Saving on current account (1-2) 4 208 3 482 3 087 7 875 -17.3 -11.4 155.1
4. Capital expenditure 2 877 4 198 6 659 7 246 45.9 58.6 8.8
Real investment 1 964 3 471 5 872 6 051 76.7 €9.2 3.1
Other capital expenditure a/ 913 727 787 1 195 -20.4 8.2 52.0
5» Total expenditure (2+4) 14 931 18 610 22 816 25 799 24.6 22.6 13.1
6. Fiscal deficit (or surplus) (1-5) 1 351 -714 -3 570 629 •  • • 0 0 0 O 0 O
7. Financing of deficit -1 331 714 3 570 -629 . . . 000
Domestic financing -1 633 -649 206 -3 155 « 0 0 0 0 0 O 0 0
Central bank •  • • 91 -84 340 0 O 0 000 000
Issue of securities -217 -189 -190 000 000 000
Other -774 ' -66 -3 005 0 0 0 •  O 0 0 0 0
External financing 302 1 363 3 362 2 526 0 0 0 oo o O 0 0
Source: Office of the President of the Republic, Technical Planning Secretariat.




i. The overall picture .
The gross domestic product fell by 1% and the per capita product by
3.7% in 1977. Thus, the depressive trend that started in 1975 was intensified
and as a result the per capita produce was almost equal to that recorded in 
1973. At the same time, the rate of inflation slowed down and the balance- 
of-payments deficit on current account diminished (see table 1).
The drop in the domestic product was mainly due to a contraction of 
manufacturing and significant decreases in construction activity and fishing. 
Only the mining sector considerably increased its output, while agriculture 
remained at a standstill. In line with these production trends, the rate 
of unemployment rose from 5.2% in 1976 to 5.8% in 1977.
The main recessive element was the decline of over 3% in domestic
demand, which had already fallen by 1% in 1976, as a result of the nature
of the conjunctural economic policy adopted to counteract the disequilibria 
in both the external and the public sector. Thus, gross fixed investment 
dropped by 28%, while private consumption fell less than 1%. Thanks to 
the vigorous growth of exports of goods and services (20%) the decline in 
total demand was reduced to 1%.
The external sector showed some improvement, with the deficit on 
current account in the balance of payments dropping from 1,230 million 
dollars in 1976 to 960 million in 1977 as a result of the recovery of 
exports, particularly of mining products, and the stagnation of imports.
The position of net international reserves deteriorated, however, although 
more moderately than in 1975 and 1976, because the net inflow of long- and 
medium-term capital was not enough to cover the current account deficit.
The rate of inflation dropped from 45% in 1976 to 32% in 1977, in 
particular owing to the combined effect of a reduction in real liquidity and 
a contraction of domestic demand. The fiscal position, on the other hand, 
continued to worsen, since the relationship between the Government's total 
fiscal deficit and its total expenditure rose from 37% in 1976 to 42% in 
1977. The real minimum salary, for its part, fell by 9%, added to the 




PERU: MAIN ECONOMIC INDICATORS
1973 1974 1975 1976 1977a/
Basic economic indicators
Gross domestic product at factor cost
(millions of US dollars at 1970 prices) 8 408 8 984 9 281 9 559 9 463
Population (millions) 14.7 15*1 15.5 15.9 • 16.4
Per capita gross domestic product 
(US dollars at 1970 prices) ' !. 575 596 5̂ 9 601 »; 578
Short-rtm economic indicators 
Gross domestic product
Growth rates 
6.2 6.9 3.3 5.0 -1.0
Per capita gross domestic product 3.3 4,0 0.5 0.2 -3.7
Gross income b/ 9.6 8*8 1.5 2.5 -1.2
Terms of trade 24.8 .18,3. -15.1 -3.5 2.3
Current value of exports of goods 
and services 16.6 36.9 -8.3 3.4 25.3
Current value of imports of goods 
and services 34.5 . 64.5 24.4 -13,5 4.5
Consumer price index 
December to December 13.8 19.2 24.0 44.7 32.4
Annual average variation 9.5 16.9 23.6 33.5 38.1
Money 27.4 41.6 17.3 25.3 20.9
Wages and salaries c/ -12.1 4.6 7 -4.9 -12.2 -9.4
Rate of unemployment d/ 4,2 4.0 4.9 . 5.2 5.8
Current income of government 16.9 28.5 28.2 26.7 38.3
Total expenditure of government 27.1 18.6 33.1 33.9 51.8
Fiscal deficit/total expenditure of 
government d/ 35.9 30.5 33.1 36.7 42.3
External sector
Trade balance (goods and services)
Millions of US dollars 
-Ì39 -601 -1 349 -881 -557
Balance on current account -299 -752 -1 574 -1 233 -964
Variation in net international reserves 13 282 -577 -868 , -297
External debt e/ 1 814 2 563 3 474 4 074 4 700
a/ Preliminary figures.
b/ Gross domestic product plus term-of-trade effect, 
c/ Annual variation in real minimum salary, 
d/ Percentage.
e/ Total, disbursed* public and private.
/2. Recent
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2. Recent economic trends
(a) Total supply and demand
The recessive trend affecting economic activity since 1975 was 
accentuated in 1977. The gross domestic product fell by 1% following two 
consecutive years in which it had kept pace with population growth (see 
table 2).
The drop of around 2% in the volume of imports followed the previous 
year's decline of 16%. Thus the situation in 1976-1977 was very different 
from that prevailing in 1973-1975, a period in which the high rates increase 
in imports determined a significantly higher growth rate of total supply 
than of the domestic product.
An analysis of total demand shows a decrease of 23% in gross fixed 
investment, following a 7% drop in 1976 which brought to an end a period 
of rapid growth of capital formation. The deterioration in 1977 was due 
to a reduction in both public (27%) and private investment (19%).
The slow growth of total consumption and the contraction in per capita 
consumption were other indicators of the recession in economic activity in 
general and domestic demand in particular. A notable factor was the 
stagnation of private consumption, which meant an appreciable fall in per 
capita consumption for the second year running. Meanwhile, Government 
consumption rose by 13%.
The growth of nearly 20% in the volume of exports was the only important 
dynamic factor of economic activity and was closely related with the 
performance of the mining sector, which is examined later in this section.
The increase was added to that recorded in the previous year, after seven 
years of persistent decline, i.e., a 24% reduction between 1968 and 1975.
It is interesting to note that during this same period the volume of imports 
rose by 88%, which led to a marked disequilibrium in the external sector and 
other problems deriving from periodical export and import price fluctuations.
(b) Sectoral trends
The contraction in the economy in 1977 was the result of certain defects 
in its production structure and the intensification of some restrictive 
trends that had existed since 1975, all of which was reflected in the 
evolution of sectoral activity.
/Table 2
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PERD: TOTAt SWPLY AND DEMAND
Table 2




1979 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Total supply 382 *12 380 90* 376 6*7 115.7 117.6 *.7 —0. * -1.1
Gross domestic product at market
prices 31* 029 323 559 320 323 100.0 100.0 3.3 3.0 0 01
Imports of goods and services b/ 68 383 57 3*5 56 32* 15.7 17.6 11.* -16.1 -1.8
Total demand ,382 *12 380 90* 376 6*7 115.7 117.6 *.7 -0.* -1.1
Domestic demand 3*6 3*0 3*3 061 • 331 3*7 96.0 103.5 6.1 -0.9 -3.*
Gross domestic investment 65 25* 57 9*2 *1 892 13.0 13.1 10.0 -11.2 -27.7
Gross fixed investment 58 25* 53 9*2 *1 *81 12.* 12.9 20.2 -7.* -23.1
Public 28 355 26 7*Q 19 *75 2.6 6.1 11.9 -5.7 -27.2
Private 29 899 27 202 22 006 9.8 6.9 29.3 -9.0 -19.1
Changes in stocks 7 000 * 000 *11 0.6 0.2
Total consumption 281 086 285 119 289 *55 83.0 90.* 5.2 1.* 1.5
General government *1 *23 *2 837 *8 578 10.1 15.2 13.5 3.* 13.*
Private 239 663 2*2 282 2*0 877 72.9 75.2 3.9 1.0 -0«6
Exports of goods.and services b/ 36 072 37 8*3 *5 300 19.7 1*. 1 »6.9 *.9 19o?
Sources: 1970*1976: CEPAL calculations on the basis of figures supplied by the Banco Central de Reserva del Peru 
and the National Institute of Statistics (INE);
1977: CEPAL estimates on ,the basis of data supplied by the National Institute of Statistics»
a./ Preliminary figures.
b/ The figures for exports and imports of goods and services were taken from balance-of-payments data expresed in 
dollars at current prices, which were converted to constant 1970 values by deflation, using price indexes 
calculated by CEPAL for the purpose.
/The drops
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The drops in the products of manufacturing (4%) and construction 
activity (lM-%) were largely due to an economic policy in force whose aim 
was to restrict domestic demand as a means of correcting the existing 
financial disequilibria. In contrast, the stagnation of the agricultural 
sector was, in the main, the result of the structural limitation of the 
Peruvian economy, whichwas the cause of a Steady decline in the per capita 
agricultural product. The decrease in fishing (6%) was due to the scarcity, 
of anchoveta, a natural resource whose behaviour in recent years has led 
to this sector's fluctuating performance, which shows no signs of recovering 
from the collapse experienced in the-period 1969-1973. The mining sector 
prevented a greater fall in total production of goods, attaining a growth 
rate of over 25% which was mainly the result of fuller exploitation of the 
new Cuajone copper mine (see table 3).
(i) Agriculture. Agricultural production in 1977 was practically the 
same.as in the previous year owing to the decrease in crop farming (0.5%) 
and the small increase in livestock production (1.0%) (see table 4). The 
sector has maintained its age-old slow-growth trend, and in the last two 
decades its production increased at an average annual rate of approximately 
2%.
In 1977 the lack of rainfall and the frosts in the central and southern 
sierra of Peru affected the production of some crops, particularly potatoes, 
yuca and wheat. Moreover, problems continued to arise in connexion with 
scarce technical and credit assistance and the limited availability of 
agricultural machinery, improved seeds and other inputs. An illustrative
example of this was coffee-growing, in which the scarcity of pesticides
was responsible for the failure to control the disease caused by the coffee 
berry beetle (broca), with the consequent stagnation of production.
Cotton followed a different trend; the sowing period was advanced, 
especially on the north coast, in order to take advantage of the availability 
of water and obtain a second crop. Thus, production grew by about 7%, in 
spite of the premature appearance of pests and diseases which prevented 
higher yields. There were also significant increases in the production of
rice, maize and sorghum, but at lower rates than in 1975 and 1976.
/Table 3
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PERU: GROSS DOMESTIC JPRODUCT, BÏ KIND OF ECONOMIC ACTIVITY , AT FACTOR COST
Table 3
Millions of soles Percentage
at 1970 prices breakdown
1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Agricultureu 42 386 . 44 22? 44 013 18.8 15.2 1.8 4.3 -0.5
Crop farming and stock-raising 38 967 kO 127 40 167 . 15.9 13.9 0.9 . 3.0 0.1
Fishing 3 419 4 100 3 846 2.9 1.3 -15.2 19.9 -6.2
fining 17 712 19 289; 24 188 8.6 8.4 -10.9 8.9 25.4
Manufacturing 63 457 66 122 63 477 20.6 22.0 4.7 4.2 -4.0
Construction 18 233 17 722 15 241 4.5 5.3 16.8 -2.8 ; -14.0
Subtotal goods 141 788 147 360 146 919 52.5 50.9 2.9 3.9 -0.3
Electricity, gas and water 3 440 3 478 O O O 1.2 e o e 2.9 1.1 O O O
Transport storage and 
communications 14 321 14 608 0 0 O 4.5 O O O 4.3 2.0 O O O
Subtotal basic services 17 761 18 086 • • O 5.7 00 0 4.0 1.8 O O O
Commerce, financial institutions 
and insurance 48 466 49 241 O O O 16.1 O O O 3.6 1.6 O O O
Real estate b/ 12 300 12 669 » e e 4.5 O O O 3.0 3.0 O O O
Community, social and personal
services of 63 007 64 26? • ea 21.3 O O O 4.4 2.0 o e o
Subtotal other services 123 774 126 178 0 a  0 41.8 O O O 3.9 1.9 O O O
Subtotal services 141 535 144 264 141 956 47.5 49.1 3.9 1.9 -1.6
Total gross domestic product d/ 285 100 293 653 290 716 100.0 100.0 3.3 3.0 -1.0
Sources: 1970-1976: CEPAL calculations on the basis of figures supplied by the Banco Central de Reserva del Perfi and 
the National Institute of Statistics (INE);
1977: CEPA1 estimates on the basis of data supplied by the National Planning Institute (IPN).
a/ Preliminary figures.
b/ Refers to. ownership of dwellings only.
c/ Also includes restaurants, hotels and business servioes. , .
d/ As the individual activities and the totals were calculated independently, the sm of the former does not correspond 




PERU: INDICATORS OF AGRICULTURAL PRODUCTION
Growth rates
1974 1975 1976 1977a/  —
1975 1976 1977a/
Index of agricultural production (1973 * 100) 102. 3 103.3 106.7 106.8 1.0 3.3 0.1
Crop fanning 100.2 97.6 100.2 97.7 -2.6 2.7 -0.5
Stock-raising 106.8 , 115.9 121.0 122.2 8.5 4.4 1.0
Production of some important crops (thousands of 
metric tons)
Rice *94 537 570 587 8.7 6.1 3.0
Cotton 256 226 165 176 -11.7 -27.0 6.7
Coffee 70 65 65 65 -7.1 0.0 0.0
Sugar cane 9 184 8 958 8 792 8 816 »2.5 -1.9 0.3
Potatoes 1 722 1 640 1 667 1 580 -4.8 1.6 -5.2
Maize 606 635 726 749 4.8 14.3 3.2
Yuca 469 400 403 395 -14.7 0.8 -2.0
Wheat 127 126 128 120 —0.8 1.6 -6.3
Sorghum 22 29 46. 51 31.8 58.6 10.9
Production of some important livestock products 
(thousands of metric tons)
Poultry meat 106 130 140 143 22.6 7.7 2.1
Beef 85 86 87 87 . 1.2 1.2 0.0
Milk 813 813 821 828 0.0 1.0 0.9
Pork e ee oeo 55 54 o » e SOS -1.8




The slow growth of livestock activity was influenced by the stagnation 
of beef and pork production and the low rate of growth of the production 
of fr«sh milk and poultry meat. This trend was largely due to the decrease 
in private consumption.......
(ii) Fishing. On the whole, the evolution of the fisheries sector was 
unfavourable in 1977, basically because the lack of anchoveta greatly 
affected the catch intended for the manufacture of fish meal and oil. This 
situation could have been even more critical if there had not been an 
abundance of other species such as jurel and sardines, which are traditionally 
used for direct human consumption but large quantities of which have also 
been used for the production-of fish meal and oil (see table 5).
As regards fishing for direct human consumption, 448,000 tons were 
caught in 1977, which surpassed predictions for that year by over 20% and 
represented a growth of more than 34% over 1976. This performance was in 
keeping with oceanographic phenomena connected with the Corriente del Niño 
(from the north), which favoured the increased supply of some species such 
as sardine, jurel, hake and a type of sierra (caballa). In this sub-sector, 
fishing for the manufacture of canned food showed the fastest growth (46%), 
followed by that for frozen (34%) and fresh consumption (28%). Nevertheless, 
the fishing industry was faced with some difficulties in terms of the poor 
quality of the raw material, attributable to fishing with inadequate vessels 
and gear, inefficient handling and deficiencies in the freezing and discharge 
infrastructure.
Fishing for direct human consumption amounted to a little over 2 million 
tons, representing a 50% drop compared with the previous year. Anchoveta 
fishing has been limited to the southern coast by virtue of the measures aimed 
at protecting the species. There is some concern, however, that the available 
biomass will not recover owing to a combination of oceanographic factors and 
over-fishing during the years of most activity in the fish meal and fish oil 
industry. Thanks to the utilization of other species (sardine, jurel and 
samaza) the production of fish oil did not decline, but the same cannot be 
said of the production of fish meal in view of the larger fat content of the 




PERU: INDICATORS OF FISHERY PRODUCTION
Index of fishery output b/ (1973 ■ 100)
Total output of fishery products (thousands 
of metric tons)
For direct human consumption b/
For indirect human consumption c/
1974 1975 1976 197?a/
Growth rates
1975 1976 1977a/
135.9 115.2 138.1 129.5 -15.2 19.9 -6.2
4 120 3 409 4 338 2 469 -17.3 27.2 -43.1
319 292 3?4 . 448 -8.3 „ 14.2 34.3
3 801 3 117 4 004 2,021 -18.0 28.5 -49.5
Source: National Institute of Statistics (INE). 
a/ Preliminary figures.
b/ Chrises fresh fish and processed fish (canned« frozen, salted and in the fora of fish preparations) 
consumed in the ootptry or exported. 
cj Anchoveta and other species, mainly for the production of fish meal.
/(iii) Mining.
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(iii) Mining. For the second year in succession mining (including 
petroleum) showed a favourable performance, growing by more than 28% after 
the 1976 increase of about 7% (see table 6). This brought to an end a 
15-year period of sluggish jgrowth in mining production, the average rate 
of expansion being around 2%.
The factor determining the evolution of mining was the increase in 
copper production in the Cuajone copper mine of the Southern Peru Copper 
Company. This mine began to be developed in 1976 when production reached 
almost 4-5,000 metric tons of fine content, rising in 1977 to 160,000 tons. 
Another factor worth noting is the start of production activities in Cerro 
Verde I - oxides owned by the State-owned enterprise MINER0-PERU.
In spite of the notable recovery of iron production, it proved 
impossible to attain the 1974 levels and it was even less possible to make 
full use of the relevant installed capacity which is estimated at 10 million 
tons. This shows that some problems still persist in marketing the large 
stocks of the Marcona mine, an enterprise which was nationalized in mid-1975.
Production of silver, lead and zinc maintained the previous year's 
rising trend.
Small- and medium-scale mining faced serious economic and financial 
problems, mainly because of the fall in world prices of copper and, to a 
certain extent, zinc in 1977. In view of this situation, the Government 
exempted medium-scale copper mining from the tax on traditional exports 
established in the middle of 1976 with the object of obtaining for the 
State a portion of the larger profits generated by devaluation.
Production of crude petroleum reached a volume of 33 million barrels, 
or 19% more than in 1976. This growth was mainly due to the large volume 
produced by the State enterprise PETR0-PERU (nearly 19 million barrels in 
1977 compared with 13.5 million in 1976) and also, on a lesser scale, by the 
contracting company Occidental Petroleum. On the other hand, the contracting 
company BELCO’s production fell by 10% in volume because of its unsuccessful 




PERU: INDICATORS OF MINING PRODUCTION
Growth rates
1974 1975 1976a/ 1977b/ . . -™- — — «--------
■ 1975 1976a/ 1977b/
Index of mining production c/ (1973 * 100) 103.8 93.8 100.0 128.4 -9.6 6.6 28.4
Production of some important minerals d/ 
(thousands of metric tons)
Copper 212 166 201 300 -21.6 21.4 49.3
Lead 166 154 160 167 -7.0 3.6 4.3
Zinc 378 365 421 447 -3.5 15.5 6.0
Iron 6 219 5 067 3 089 4 021 -18.5 -39.0 30.2
Silver (thousands of kg) 1 085 1 058 1 107 1 187 -2.5 4.6 7.2
Gold (thousands of grams) 3 123 3 135 2 511 0.4 -19.9 e«e
Crude petroleum (millions of barrels) 28.1 26.3 28.0 33.3 —6.6 6.4 19.9
Source: National Institute of Statistics (INE)0
_a/ Preliminary figures.
W  Estimates.
c/ Index of physical volume, including petrolew. 
d/ Units of recoverable content.
/A certain
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A certain delay in the entry into operation of the North Peruvian oil 
pipeline, some inland water transport problems due to variations in the 
flow of the Tigre river in the northern jungle and a lower production 
than expected on the continental shelf prevented the attainment of the 
proposed Development Plan target for 1977, i.e., 44 million barrels.
(iv) Manufacturing. Manufacturing output declined by about 5%; in 
the last four months the depressive trend was accentuated, since in the 
period January-August the decrease was 2% with respect to the same period 
in 1976. This trend,, which began at the end of 1976, contrasted with the 
sector’s performance in the years 1960-1974, during which it grew at an 
average annual rate of about 7%; the rate rose to nearly 8% between 1970 and 
1974 (see table 7).
The causes of this evolution were closely linked with the restrictions 
imposed on domestic demand in line with the objectives of the economic 
policy in force. Added to this were certain difficulties in the supply of 
raw materials, particularly those imported.
The industries producing consumer goods 1/ were the most seriously 
affected by the contraction, their output declining by 7%, in particular 
those manufacturing textiles (10%), clothing (approximately 15%) and 
footwear (35%), which altogether represent more than ohe-third of this group. 
A 4% decline was also recorded in the production of food, beverages and 
tobacco (excluding fish meal and oil), which account for over half the 
group of consumer industries..
The group of industries producing intermediate goods,2/ excluding fish 
meal, grew by 8%. The performance of this group, which represents 37% of 
the^manufacturing stratum, is primarily accounted for by the sharp increase 
(42%) in the basic metals industries, particularly non-ferrous metals. Paper 
production also increased, while the output of other intermediate goods 
declined.
1/ Including food, beverages and tobacco, except fish meal; textiles;
clothing and footwear; furniture, printing and publishing; and 
miscellaneous industries (see table 7).
2/ Including leather and leather substitutes; wood, except furniture;




PERU: INDEX OF MANUFACTURING PRODUCTION 
(1975 » 100)
,1974 1975 1976 1977a/
Growth rates
Index of manufacturing production b/ 




Intermediate goods % ]
Coital goods ”
Manufactured of fish meal 




Textile« clothing and leather industries 
Textiles 
Clothing
leather and substitutes« except footwear 
Footwear
Wood and furniture industries 
Woodj except furniture —
Furniture
Paper« printing and publishing industries 
Paper .> >:■
Printing} publishing and related 
industries 
Manufactured of chemical substances and 
chemical products '






Mon-metallic mineral industries 
Clay« china and porcelain objects 
Glass and glass products 
Other non-metallic mineral products
Basic metal industries 
Iron and steel 
Non-ferrous metals
Metal« machinery and equipment industries
Simple metal products 
Machinery, except electrical 
Electrical machinery 
Transport equipment 
Measuring equipment, intruments, etc« 
Other manufacturing industries
1974 1975 1976 1977a/
108.7 113.8 118.9 113.3 8.7 4.7 . 4.5 -4.7
107.4 112.9 117.9 113.1 7.4 5.2 4.3 -4.0
106.4 109.5 111.9 103.8 6.4 2,8 2.3 -7.2
112.5 115.3 127.3 135.1 12.5 2.5 10.4 6.1
109.1 113.1 124.7 135.2 9.1 3.6 10.3 8.4
111.2 128.2 126.0 118.9 11.2 15.3 -1.7 -5.6
242.0 200.6 225.1 131.2 142.0 -17.1 12.2 -41.7
110̂ 6 114.3 116.8 112.3 10,6 3.4 2.2 -3.9
108.4 110.5 1Î53 109.2 3 3 1.9 -0.1 -1.1
116.0 125.9 137.9 130.2 16.0 8.6 9.5 -5.6
116.5 117.0 116.1 t t e 16.5 0.4 -0.8 eee
109.1 109.8 115.3 97.6 9.1 -0.7 5.0 -15.4
110.2 110.5 118.9 1Ô53 10.2 0.3 7.5 -10.1
111.7 110.8 92.0 O O O 11.7 -0.8 -17.0 O O O
101.2 110.2 106.2 000 ‘ 1.2 8.9 -3.6 ooo
ioo;4 101.4 127.0 82.5 6.4 1.0 25.2 -35.0
103.1 120.1 140.9 . . eee , 3.1 16.5 17.3 . .oo o
Ï5Ï3 113.0 I5Ï3 eee 1.9 10.9 ooo
104.7 129.7 112.6 . C O O 4,7 23.9 -13.2 oo o
105.6 101.3 103.2 105.2 5.6 -4.1 1.8 2.0
113.5 120.0 123.1 13.3 5.9 2 3 EL
97.1 80.5 80.9 76.9 -2.9 -17.1 0.4 -4.9
111.4 122.1 138.6 132.1 11.4 9.6 13.5 -4.7
122.7 127.8 130.0 131.3 22.7 5 3 1.7 1.0
109.1 127,0 163.7 144.2 9.1 16.4 28.9 -11.9
108.4 114.9 112.9 116.6 8.4 6.0 -1.7 : 3.3
112.9 58.7 57.7 e t t 12.9 -48.0 -1.7 ' ooo
102.2 112.4 158.5 149.1 2.2 10.0 41.0 -5.9
113i5 123.3 124.4 ooo 13.5 8.6 0.9 ooo
108.3 112.8 123.3 118.3 8.3 4.1 9.3 -4.0
110.8 1151? 1353 o 0,0 10.8 5.3 l53 ooo
105.0 121.8 134.0 93.7 5.0 16.0 10.0 -30.1
108.9 109.8 118.6 118.9 8.9 0.8 8.0 0.3
106.7 99.6 104.1 : 147.3 6.7 —6o7 4.5 41.5
139.5 127.5 ÏÎ53 130.8 39.5 -83 -53 12.3
98.7 92.8 101.0 161.1 -1.3 —6o0 8.9 59.4
111.2 128.2 126.0 118.9 11.2 15.3 -1.7 -5.6
106.2 116.2 106.6 105.2 8.2 7.4 -8.3 -1.3
115.9 144.1 154.1 173.7 15.9 24.3 6,9 12.7
121.9 145.1 156.3 151.6 21.9 19.0 7.7 -3.0
105.1 119.1 108.5 78.8 5.1 13.3 -8.9 -27.4
108.7 142.6 152.4 ooo 8.7 31.2 6.9 O O O
102.7 114.4 104.5 ooo 2.7 11.5". -8^6 O O O
Sources National Institute of Statistics (INE).
ja/ Preliminary figures, 
b/ Index of physical volume, 
c/ Including fish meal, 
d/ Excluding fish meal.
/The industries
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The industries producing capital goods»3/ which are considered to 
include consumer durables,4/ recorded a decrease of about 6%. There was 
a particularly significant drop in the manufacture of transport equipment 
(27%), which represents nearly 40% of this group of industries.
The evolution of the production of fish meal and oil was closely 
linked with the trend followed by fishing for indirect human consumption.
The combined output of fish meal and oil fell by 42%, the main factor 
being the drop in the production of fish meal (44%), while the production 
of fish oil increased slightly (1%).
(v) Construction activity. This sector’s contribution to the gross 
domestic product is estimated to have fallen by 14%, following a 3% drop 
in 1976 (see table 3>. These declines differ from the performance observed 
in the period 1969-1973 when the sector attained an average rate of expansion 
of 10% annually, while in the years 1974-1975 the; rate rose to 19%. In 
official reports, the following comments have been made on the significance 
of the fluctuations occurring in construction: ”It is observed that the 
slowing-down of construction activity precedes a general recession in the 
country1s economic activity by approximately a year, and that negative 
growth rates for construction coincide with low rates of economic growth 
in general...”.5/
Production and consumption of some building materials reflected the 
impact of the sector’s contraction. Steel production for construction 
fell 8%, but the decrease in its consumption is estimated at 11%; cement 
output remained at almost the same level, although about 60,000 tons were 
exported during 1977; the manufacture of flat glass dropped by 13% (see 
table 8).
3/ Including the metal industries, machinery and equipment.
4/ See, in this respect, National Planning Institute, Patrdn de creci-
miento de la economia peruana, Informe N° 041-76/INP-0IP, Limal 
July 1976. It is stated in this document that the share of capital 
goods in this group is only 25% and that of consumer durables is 
about 60%.




PfRU; INDICATORS OF CONSTRUCTION ÍCTIVITY
Growth rates
1974 1975 1976 1977a/ 1975
Production of certain building 
materials.(thousands o metric 
tons)
1976 1977a/
Structural steel 148.0 131.0 134.0 123.4 -11.5 2.3 -7.9
Cement 1 914.0 1 939.8 1 966.2 1 962.0 1.3 1.4 -0.2
Flat glass b/ 0 0 9 7.5 13.2 11.5 ' 009 76.0 -12.9
Sources Ministry of Housing and Construction; National Planning Institute (iNP)o
a/ Preliminary figures»
b/ Etaprésa Vidrios Planos del Perú S.A.
/The contraction
- 739 -
The contraction in the construction activity was mainly due to the 
restricted domestic demand in 1976 and 1977. The situation was also 
affected by other negative factors ójfa more ' spécifie 'rature, however. 
Noteworthy among them Was the drop in .-public investment after several 
years of sustained expansion and, specifically, the conclusion of the 
work on the Cuajone project and the oil pipeline. The higher cost of 
building materials in the last two years was another factor that helped 
to discourage this activity (see table 18). , •
(c) Employment and unemployment trends
In 1977 the total rate of open unemployment rose to 5.8% of the 
economically active population, thus accentuating the unfavourable evolution 
of this indicator which started in 1975; the under-employment coefficient 
is estimated to have risen to 48%. These two indicators represent the 
lowest levels of manpower absorption thus far attained in the present 
decade (see table 9). The détérioration has been most acute in the non- 
agricultural sectors where rates of open unemployment and under-employment 
of 9.4% and 39% respectively were observed. These figures are in distinct 
contrast with those recorded in 1973 and 1974.
• The levels of agricultural unemployment were very low and similar to 
those attained in the previous- year; under-employment persisted at an 
estimated rate of 62%, The evolution of these indicators is not very 
sensitive to the conjunctural fluctuations of economic activity and mainly 
responds to more deep-seated and lasting characteristics, i.e., the process 
of rural-urban migration among others. Thus, while the active population in 
the non-agricultural sector has been growing at an annual rate of 4.2%,<that 
employed in the agricultural sector has been increasing by approximately 
1.5% annually.
A study of the course of employment by sectors in Lima shows that the 
number of workers employed in manufacturing decreased, a trend which was 
accentuated in the second half of 1977. This situation coincided with a 
significant increase in the number of applications by manufacturing enterprises 
to close down or stop work and reduce their staff (from 82 to 222 between 




PEROs EVOLUTION OF EMPLOYMENT AND UNEW>LOYMENT
Percentage of economically active population
1970 1971 1972 1973 1974 1975 1976 1977a/
I. The whole country
Unemployment 4.7 4.4 4.2 4.2 4.0 4.9 5.2 5.8
Agricultural 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Non-agricultural b/ 8<.3 7.3 7.3 7.1 6.7 8.1 8.4 9.4
Under-employment 46.0 44.4 44.2 41.3 41.9 42.4 44.3 48.0
Agricultural 64.3 63.6 67.0 65.4 65.4. 68.2 61.8 61.7
Non-agricuiturai b/ 30.9 29.0 26.5 23.3 25.0 24.8 32.7 39.2
Adequately employed 49.3 51.2 51.6 54.5 54.1 52.7 50.5 46.2
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Employment index c/ Growth rates
1974 1975 1976 1977 1970-1974 1975 1976 1977a/
II. Lima metropolitan area
Manufacturing 126.4 135.5 139.9 138.0 6.0 7.2 3.2 -1.4
Commerce 124.7 128.1 132.9 135.2 5.7 2 ¿7 3.7 0.2
Services 117.7 121.0 122.5 125.0 4.2 2.8 1.2 2.0
Sources: I» Ministry of Labour, Employment Department«
II. National Institute of Statistics, Informe estadístico, January-December 1977«
a/ Preliminary figures« 
b/ Includes mining.
■of To December; base year" 1970 ■ 100.
/Concurrently, the
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Concurrently, the employment index rose in the commerce and services 
sectors. This fact indicated that activities such as those of.travelling 
salesmen and unorganized services absorbed, mainly on the basis of under­
employment, part of the difference existing between the creation of new 
jobs and the growth of the active population.
3. The external sector
(a) Main trends
The most critical element of the present disequilibria of the Peruvian 
economy is the serious external sector bottleneck which started in the 
early.1970s and has been manifested, among other,aspects, in increasing 
deficits on the current account of the balance of payments and in a 
considerable decrease in net international reserves since the beginning 
of 1975 (see tables 15 and 16).
A salient feature in this respect was the deterioration in foreign 
trade in goods, which,recorded a sharply declining trend with the initial 
surpluses converted into deficits from 1974 onwards. It should be noted 
that this trend was influenced by the expansive economic policy adopted 
since the early 1970s, which was unaccompanied by any measures to prevent 
real and financial maladjustments or parallel steps to promote the export 
sector and, moreover, brought out the limitations and lack of integration 
of the domestic production apparatus, which was heavily dependent on imported 
supplies. Added to this was the adverse impact of world inflation and, 
subsequently, of the recession in the industrialized countries..
The large net inflow of non-compensatory capital and the improvement 
in the terms of trade in 1973 and 1974 postponed until 1975 the open 
manifestation of the disequilibria that were being generated, when the 
accentuation of internal maladjustments coincided with the world recession 
and with the growing burden of service payments on the foreign capital 
entering the country in preceding years. This situation reached its most 
critical point in 1975 and 1976, when the current account deficit was 
1,570 and 1,230 million dollars, respectively, while net international 
reserves dropped by 1,450 million dollars, recording a negative balance of 
750 million dollars in December 1976.
/These developments
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These developments led to the formulation of a stabilization programme 
in June 1976, by virtue of which the exchange rate was altered from 45 to 
65 soles to the dollar and a restrictive fiscal and monetary policy was 
established which meant an increase in some taxes and a reduction in public 
expenditure, particularly investment, while the expansion of credit to both 
the public and the private sector was restricted.
The implementation of the stabilization programme coincided with an 
increase in exports as a result of the start of production activity in the 
new copper mines and the rise in world prices of lead, zinc, coffee and 
cotton, and with a certain decline in imports. Thus the trade deficit: in 
goods decreased from 1,100 million dollars in 1975 to 740 million in 1976.
This recovery was, however, insufficient, and at the same time the inflow 
of non-compensatory capital was relatively restricted so that net international 
reserves continued to decline in 1976.
Concurrently, the rise in prices set off in the ensuing months by the 
stabilization programme itself caused a rapid deterioration in the exchange 
rate in real terms, and this, together with other considerations, led to 
the establishment in September 1976 of a policy Of mini-devaluations which 
remained in force until July 1977.
(b) The situation in Ì977: some salient features
In the first nine months of the year there was an additional drop of 
360 million dollars in net reserves. The authorities then adopted emergency 
measures such as the use of very short-term compensatory loans (swaps), a 
reduction in the programmed assignments of foreign exchange for imports and 
the extension to 180 days of the period for the compulsory financing of 
practically all imports.6/
The nominal rate of exchange rose periodically between September 1976 
and July 1977 and remained steady between the latter date and September, so 
that the index of the real exchange rate (base June 1976 = 100) dropped to 
70 in September 1977 (see table 10).
6/ Formerly, this period was 90 and 120 days, depending on the type of 





PERU: EVOLUTION OF EXCHANGE BATE AND PRICES
Period
Exchange rate a/ 
(soles per dollar) 
(1)






Index of real 
exchange rate b/ 
(4) * (2) / (3)
1975
December 45.00 €9.2 81.2 85.2
1976
January 45.00 69.2 94.2 73.5
February 45.00 69.2 95.5 72.5
March 45.00 69.2 97.5 70.9
April 45.00 69.2 97.5 ■ 70.9
May 45.00 69.2 98.6 70.2
June 65.00 100.0 100.0 100.0
July 65.00 100.0 116.6 85.8
August 65.00 100.0 125.2 79.9
September 65.56 100.9 127.2 79.3
October 66.52 102.3 130.7 78.3
November 67.73 104.2 132.8 78.5
December 69.37 106.7 133.7 79.8
1977
January 71.05 109-5 140.0 78.1
February 72.64 111.8 144.6 77.3
March 74.24 114.2 149.8 76.2
April 76.00 116.9 151.1 77.4 ,
May 78.04 120.1 153.4 78.3
June 79.89 122.9 162.3 75.7
July 80.68 124.4 168.1 74.0
August 80.88 124.4 173.2 71.8
Septiembre 80.88 124.4 177.5 70.1
October 102.08 157.0 180.3 87.1
November 116.88 179.8 184.8 97.3
December 130.38 200.6 191.5 104.8
Sourcesi National Institute of Statistics (INE) and Banco Central de Reserva del Peril.
_a/ At end of period; from October 1977 onwards the purchase and sales average is considered, 
b/ Bases June 1976 = 100. An "equilibrium" rate was established that month, according to the radio «d tdevison 
address delivered by the Ministry of Economic Affairs and Finance on 30 June 1976.
/These developments
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These developments were important factors on the basis of which, 
in October 1977, a new stabilization programme was adopted which modified 
the previous foreign exchange system,7/ established the "single exchange 
market" and stipulated that the exchange rate would be determined by the 
free play of supply and demand. At the same time, the quantitative controls 
on imports and the use of foreign exchange were lifted and the system.of 
import programming was eliminated. In accordance with the new exchange 
system, the Central Bank would retain a variable percentage of export 
receipts - 35% in December 1977 - for service payments on balance-of- 
payments loans and the public external debt, while the rest of the banking 
system would take care of the demand for foreign exchange from the various 
economic agents.
Since the entry into operation of the unified market and the 
liberalization of exchange and trade policy, the rate of exchange started 
to float daily and by the end of 1977 had reached 130.4 soles to the dollar. 
With this devaluation of over 60% in a period of three months, the index 
of the real rate of exchange rose rapidly and in December 1977 it stood at 
a slightly higher value (5%) than in June 1976.
In 1977 the performance of the balance of payments resulted in an 
overall loss of international reserves of approximately 300 million dollars, 
which represented a relative recovery compared with the above-mentioned 
results in 1975 and 1976.
(c) Trade in goods
The reduction in the deficit in foreign trade in goods from 790 million 
dollars in 1976 to 990 million in 1977 was possible owing to a significant 
increase in the volume exported (16%), which in terms of value rose to 27% 
because of the increase recorded in the unit value of Peru's external sales 
(9%) (see table 11). Imports grew only 3% despite the 3% contraction in 
volume, given the 6% increase in the unit value of imports.
If Under that system there were two differentiated markets (for certificates 
and drawings) in which the Banco Central de Reserva and the Banco de 
la NaciSn were compelled to sell all the foreign currency required by 
the various economic agents at an exchange rate directly established 




PÈRÜi MAIN INDICATORS OF FOREIGN TRADE
1973 197* 1975 1976a/ 1977a/
Growth rates
Exports of goods
Value 17.9 35.2 -1*.3 5.5 26.9
Volume -17.5 -7.9 -9.8 7.2 16.*
Unit value *3.0 *6.7 -*.9 -1.6 9.0
Imports of goods 
Value 35.1 7*.0 25.2 -12.1 3.0
Voliase , 17.9 *0.3 11.8 -13.8 -3.3
Unit value . 1*.6 2*.l 12.0 2.0 6.5
Terms of trade 2*.8 18.3 -15.1 -3*5 2.3
Terms of trade
Indexes (1970 « 100)
10*.7 123.7 105.1 101.* 103.8
Purchasing power of exports of goods 79.7 . 93.0 70*7 72.9 86.9
Purchasing power of exports of goods and services 88.7 98.'3 80.9 81.3 ; 95.7




(i) Exports. The growth of exports of goods was mainly due to the 
increase observed in mining exports, in particular the expansion in copper 
sales from 227 million dollars in 1976 to 392 million in 1977 (see table 
12). This growth, due to the more intensive operation of new copper mines, 
could have been even greater had it not been for the declining trend in the 
world price of copper during the year (see table 13). Other mining products 
(iron, silver, lead) also showed significant increases and, therefore, 
mining exports increased their share in the total for the country. The 
higher values obtained for iron and silver were due to both increases in 
volume and an improvement in prices, while in the case of lead it was due 
only to improved prices. Exports of zinc, for their part, were adversely 
affected by a 15% drop in the average price, and in the case of petroleum 
the decrease in volume was not offset by the price increase.
As regards agricultural exports, an important feature was the expansion 
of coffee sales with the increase of about 94% in the average sales price.
On the contrary, sugar was affected by a considerable reduction in the world 
price.
Non-traditional exports rose 74%, after a 43% growth in 1976. Among 
the most dynamic products were fishing vessels, canned fish, cotton y a m  
and fabrics, and a whole group of unidentified items included under the 
head of other non-traditional exports in table 12. The evolution of non- 
traditional exports is largely attributable to the incentives provided by 
the foreign exchange and prices policy adopted iri the last two years.
(ii) Imports. Imports of goods rose by only 64 million dollars over 
the preceding year (3%), for reasons, as noted earlier, connected with the 
general recession in economic activity and, in particular, with the exchange 
and monetary measures adopted to curb the demand for imports. The unit 
value of imports is estimated to have risen by 6% in 1977 and, therefore, 
the corresponding volume declined by a little over 3%.
Imports of consumer goods fell 2%, added to the 11% drop recorded in 
the previous year. Imports of capital goods declined by 31%, after a fall 
of about 14% in 1976, this trend being consistent with that noted in gross 
fixed investment. The value of intermediate goods imported in 1977 was 




PERO* VALUE AND BREAKDOWN OF EXPORTS OF GOODS (Ft»)
Millions of dollars Growth rates__________  : ■_____  breakdown ______________
■ - ' - ........ 1974 1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Main traditional exports 1 287 1 133 1 203 1 468 88.5 85.1 -11.9 6.2 : 22.0
Copper 301 156 227 392 16.7 22.7 -48.3 45.8 72.8
Zinc 150 152 192 164 14.1 9.5 0.7 26.4 -14.6
Fish meal 202 156 178 179 13.1 10.4 , -22.8 13.9 0.8
Silver 141 146 1.45 173 10.7 10.0 3.8 —0 .8 18.9
Coffee 35 53 ioi 196 7.4 11.4 52.9 89.8 94.4
Sugar 194 269 91 74 6.7 4.3 38.8 —660I -18.6
Cotton 97 53 71 48 5.2 2.8 -45.I 33.8 -32.3
Iron 75 52 64 91 4.7 5.2 -30.8 22.3 42.5
Lead 56 42 64 82 4.7 4.7 27.1 51.8 ,28.5
Petroleum and petroleum products 28 44 53 52 3.9 3.0 54.6 22.2 -2.1
Main non-traditional exports 150 96 137 238 10.1 13.8 -36.3 42.7 74.0
Fishing vessels 6 12. 12 31 0.9 1.8 71.6 7.8 150.0
Frèse» hake . 10 9 17 13 1.3 0.8 -16«,7 104.7 -23.6
Canned fish 5 4 7 18 0.5 1.0 -6.4 56.8 156.5
Cotton yarn and fabrics 2 1 5 24 0.4 1.4 —80.0 1250*0 344.4
Synthetic textile fibre 2 1 4 7 0.3 0.4 -35.3 263.6 62.5
Other non-tradition al exports 125 70 91 145 6.7 8.4 -44.3 29.6 60.5
Rest 68 61 a 19 1.4 1.1 -9.6 -65.5 —6*6
Total 1 506 1 290 1 360 1 725 100.0 100.0 -14.3 5.5 26.9
• " 1 1 ;  -  1 . 1 ■  1 '  1 1  ■■■ * "    .












Volume (thousands of quintals) 
Price (dollars per quintal)
Value
Volume












Price (US cents per pound)
Iron
Value
Volume (thousands of net legal tons) 
Price (dollars per net legal tons)
Silver
Value
Volume (metric tons of fines)








Price (US cents per pound)
Petroleum and petroleum products 
Value
Volume (thousands of barrels)
Prioe (dollars per barrel)
197* 1975 1976 1977b/
201.8 155.8 177.5 179.0
629.0 7*6.0 625.0 *30.0
321.0 208.8 28*.0 *16.3
96.5 53.0 70.9 *8.0
1 03*.0 737.0 776.0 *62.0
93.3 71.9 91.* 10*.0
193.9 269.1 91.2 74.2*62.2 *21.8 296.1 389.5
19.3 29.3 1*.2 8.8
3*.8 53.2 101.0 196.3
27.0 *3.2 *2.8 *3.0
59.3 56.6 108.0 210.0
7.1 11.* 18.7 18.1
2.1 3.5 7.5 3.1
3 *60.0 3 260.0 2 *90.0 5 7*9.0
301.1 155.7 227.0 392.3
183.6 151.9 181.9 331.3
7*.* *6.5 56.6 53.7
75.0 51.9 63.5 90.5
9 731.0 * 975.0 * *70.0 6 122.0
7.7 10.* 1*.2 1*.8
1*0.9 1*6.3 1*5.1 172.5
1 099.0 1 086.0 1 175.0 1 2*1.0
398.5 *19.1 38*.2 *32.3
57.5 *1.9 63.6 81.7
1*8.2 128.1 179.8 171.6
17.6 1*.8 16.0 21.6
150.* 151.5 191.5 163.5
*22.1 *05.9 *32.3 *33.916.2 16.9 20.1 17.1
28.2 *3.6 53.3 52.2
2 198.0 * 069.0 * 7*2.0 * 10*.0
12.8 10.7 11.3 12.7
Source« Banco Central de Reserva del Per6.
&/ Value in millions of dollars, volume in thousands of metric tons, and price in dollars per metric ton, except 





















1974 1975 1976a/ 1977a/ 1970 1977a/ 1975 1976a/ 1977a/
176 173 8.0
920 1 172 1 032 1 050
187 265 ........ .
733 907 ... ...
611 781 675 469

























Source» Banco Central de Reserve del Peru, 
a/ Preliminary figures*
b/ Includes adjustments, non-monetary gold, and other imports not elsewhere classified.
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- 750 -
(iii) Terms of trade. With the 9% increase in the unit value of exports 
and the proportionally smaller rise in import prices, the terms of trade 
improved by a little over 2%, following the décline recorded in the previous 
two consecutive years. The terms-of-trade index (base 1970 = 100) showed a 
value of about 104 in 1977 (see table 11).
(d) Trade in services and factor payments
In 1977 the deficit in trade in services was reduced to 119 million 
dollars, while in 1976 it had reached 142 million. This was mainly due to 
a smaller negative balance under the head of freight and insurance, in line 
with the evolution of exports and imports of goods, and with a bigger positive 
balance for the country under the head of tourism (see table 15).
The negative balance for external factor payments grew rapidly in the 
last four years, mainly owing to the large increase in interest payments.
These remittances rose from 130 million dollars in 1974 to 370 million in 
1977.
(e) Current account balance and financing '
In-1975 the current account deficit reached its highest level
- 1,570 million dollars - about 280 million dollars higher than total exports 
of goods. Mainly in line with the trend in exports and imports of goods, 
the deficit dropped to 1,230 million dollars in 1976 and 960 million in 1977.
In order to finance the negative balance in 1977, recourse was had to
a net external non-compensatory capital of 650 million dollars. Direct
investment was only a little over 50 million dollars, which reflected a sharp 
reduction in mining investment during the period 1974-1976, and an increase 
in remittances of capital of foreign enterprises already established in 
Peru (see table 15).
Disbursements of long- and medium-term loans amounted to around 1,120 
million dollars, or 160 million more than in 1976. Since amortization 
payments on this type of loan totalled 500 million dollars, the net inflow 





PERU: BALANCE OF PAYMENTS 
(Millions-, of US. dollars)
1974 1975 1976 1977a/
Current account
Exports of goods and services 1 841 1 689 1 746 . 2 188
Goods FOB 1 506 1 29Í 1 361 1 726
Services 335 398 385 462
Transport 133 153 157 170
Travel 96 91 . 99 112
Inports of goods and services 2 442 3 038 2 627 2 745
Goods FOB 1 908 2.389 2 100 2 164
Services 534 649 527 581
Transport 292 ' 351 308 320
Travel 64. 86 57 36
Net payments of profits and interest on foreign capital -172 -242 -371 -426
Profits -42 -15 -44 -54
Interest -130 -227 -327 -372
Net private transfer payments 21 17 19 19
Balance on current account -752 -1 574 ' -1 233 -964
Capital account
Net external financing (a+b+c+d+e) 752 1 574 • 1 233 964
(a) Net external non-compensatory capital 1 182 990 325 651
Direct investment 144 316 171 54
Long- and medium-term loans 1211 1 181 956 1 117
Amortization payments -444 -390 -451 -497
Short-term liabilities 244 -150 -388 -61
Official transfer payments 27 33 47 38
(b) Domestic non-compensatory capital or assets • •• • •• tie • o»
(c) Errors and omissions 1 -148 7 31 17
(d) Allocation of SDRs - - -
(e) Net compensatory financing (minus sign signifies an
increase) -282 577 867 296
Balance-of-payments loans, trade arrears, IMF loans,, 
and other liabilities of the monetary authorities 100 80 769 • o©
Variation in gross international reserves (minus 
sign signifies an increase) -362 497 98 • ••
Foreign exchange reserves (minus sign signifies
an increase) -382 497 62 • ••
Gold reserves (minus sign signifies an increase) - - 36 • ••
SDRs (minus sign signifies an increase) — *
Sources: 1974-1976: International Monetary Fund, Balance of Payments Yearbook, vol. 28;




The insufficient inflow of non-compensatory capital compared with 
the size of the current account deficit resulted, as noted earlier, in a 
loss of net international reserves to a value of 300 million dollars, a 
relatively high figure but only one-third and half of the losses observed 
in 1976 and 1975, respectively (see table 16).
(f) External indebtedness
One of the most important analyses in understanding the present 
disequilibria in the Peruvian economy is that related to external indebtedness 
and the role it has played in the 1970s as a compensating element of the 
disequilibria existing both in the external sector and in the area of public 
finance. In this respect, since the early years of the decade a rapid 
increase was noted in the balance of the external debt and a hardening of 
the conditions under which the country obtained new external credit. The 
more stringent the foreign loans requirements, the less access there was 
to official resources with some degree of concessionality, and the greater 
on the other hand was the contracting of credit from private sources, with 
shorter repayment periods and higher costs.
Between 1972 and 1977 Peru's total external debt more than tripled, 
and in the latter year it reached 4,700 million dollars. The rate of external 
borrowing was particularly intense from 1973 to 1975, the growth rate 
diminishing in 1976 and 1977 (see table 17). In any case, exports of goods 
amounted to 150% of the total external debt in 1972, and 270% in 1975, this 
coefficient remaining constant in 1977.
Thus, debt servicing has compromised a considerable proportion of 
Peru's exports. As regards public debt servicing, the proportion was over 
35% during the period 1975-1977. „
/Table 16
Table 16 
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PERU: INDICATORS OF EXTERNAL INDEBTEDNESS 
(Millions of dollars)
1972 1973 1974 1975 1976 1977
Total external debt a/ 1 424 1 814 2 563 3 474 4 074 4 700
Public debt 1 121 1 491 2 182 3 066 3 641 4 252
Private debt b/ 303 323 381 408 433 448
Servicing of external debt 219 433 456 474 533 618
Amortization payments 164 352 338 284 299 396
Interest payments 55 60 118 190 234 222
Servicing of external debt, as 
a percentage of total exports 23.2 38.9 50.3 36.7 39.2 35.8
Source» Banco Central de Reserve del Peru, 
a/ Disbursed.
b/ Conprises the private debt, both guaranteed and not guaranteed by the State.
/4. Prices
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4. Prices and wages and salaries
(a) Prices and anti-inflationary policy....
The inflationary process which began in 1973 and was particularly 
accentuated up to 1976 was the result of a group of factors, outstanding 
among which, on the one hand, were the limitations of the country's 
production structure, especially as regards the inelasticity of the supply 
of food and products that might' have reinforced the export base and, on 
the other hand, the sustained growth of domestic demand since the beginning 
of the 1970s. This was set off by the income and property redistribution 
policy in favour of the poorest social groups and by an expansive fiscal 
policy with precarious financing.
Added to the basic disequilibrium between domestic supply and demand 
were the effects of inflation in; the industrialized countries, since the 
end of 1973, which were internalized mainly via a sharp rise in the unit 
value of imports. Concurrently, inports grew rapidly in 1973-1975, . 
festered by the increment in domestic demand, the increasing under-valuation 
of the dollar and a clearly rising external indebtedness.
Up to the middle of 1975, anti-inflationary policy attempted to 
achieve the definite stability of domestic, prices and to that end it was 
based on the implementation of measures fpr controlling prices, providing 
subsidies for a group of essential products and maintaining the nominal 
exchange parity. Nevertheless, consumer prices which had increased 4% 
in 1972 rose 14% in 1973 and 19% in 1974 (see table 18).
As.time went on, the growing number of Government subsidies aggravated 
the problems of fiscal financing and their consequent impact oil the- monetary 
system. At the same time, the évolution of thé domestic economy and the 
effects of the world recession accentuated the existing maladjustments, 
so that in 1975 there arose a great need for external saving to a value 




PERU» EVOLUTION OF DOMESTIC PRICES
1972 1973 1974 1975 1976 1977




116.9 144.5 192.9 266.3
Food 90.8 100.0 118.8 157.8 206*4 292.3
Wholesale price index 900 100.0 116.8 144.7 200.4 293.6
Imported products • •• 100.0 127.4 161.4 220.6 »5.4
Domestic products • •• 100.0 113.9 140.2 194.9 216.8
Livestock (or crop-farming) 
products • •• 100.0 113.9 143.9 195.1 274.3
Manufactures 990 100.0 114.0 ' 136.1 195.2 279.5
Building materials 96.3 100.0 110.6 126.7 207.7 299.3
Consumer price index
Variation from December to December 
4.3 13.8 19.2 24.0 44.7 32.4
Food 2.2 14.8 24.1 31.2 44.5 33.0
Wholesale price index 090 • •• 999 099 • 99 43.3
Imported products 900 • • • 999 • 9 0 • 99 70.6
Domestic products • •a 09 » 999 - • « « 999 30.5
Agricultural products 999 999 9 9 9 • 99 27.3
Manufactures . . . 99 9 09 9 909 999 39.1
Building materials 2.9 6.7 10.5 18.1 99.3 19.4
Consumer price index 7.2
Annual average variation 
9.5 16.9 23.6 33.5 38.1
Pood 7.4 10.1 18.8 32.8 32.5 40.3
Wholesale price index • •a 9 99 16.8 23.8 33.5 46.5
Imported products • • • 999 27.4 26.8 36.7 , 61*1
Domestic products 0 90 « 9 9 14.0 23.0 39-1 42.0
Agricultural products • 99 9 99 14.0 26.3 35.6 40.6
Manufactures • SO 999 14.1 21.1 41.4 43.1
Building materials 3.5 * 3.9 10.6 14.5 63.9 44.1
Source» National Institute of Statistics (INE).
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From 1975 onwards, and especially since the middle of 1976, there 
was a change in economic policy oriented towards the suppression of subsidies 
and more flexibility as regards the exchange rate and price controls, while 
steps were -taken to moderate the inflationary propension of the fiscal 
and financial variables. Thus there began to emerge price pressures that 
had .been contained, and imported inflation was more easily internalized.
The consumer price index accelerated its rate of growth in 1975 and 1976, 
recording variations of 29% and 45%, and diminishing to 32% in 1977. Food 
prices continued to rise more rapidly than other prices, as had occurred 
in 1973-1974.
The wholesale price index grew by 43% in 1977s imported products rose 
71% while domestic products increased by 31%, which reflects the impact of 
the exchange policy pursued on the evolution of the price system (see 
table 18).
(b) Wages and salaries
According to available data for metropolitan Lima,8/ real income from 
labour deteriorated by over 30% in the period between September 1973 and 
June 1977,9/ a trend which was accentuated as from April 1976, At the same 
time, the proportion of national income represented by wages and salaries 
dropped from 51% in 1972 to 46% in 1976, which is the lowest percentage 
recorded in the last 16 years.10/
In 1977, with the purpose of compensating for the workers' loss of 
purchasing power due to inflation, the Government decreed successive wages 
increases (in January, June and August) for both the public and the private 
sector, which mainly favoured the income group earning less than 18,000 soles 
a month.11/ In addition, collective labour agreements were made more flexible,
8/ Data supplied by the Ministry of Labour, Employment Departmenton
the basis of the household survey.
9/ This estimate is the result of comparing the increase in the index of
nominal income with the respective increase in the consumer price 
index; it is therefore subject t,q the limitations inherent in this 
method of calculation.
10/ See Banco Central de Reserva del PerCi, Cuentas nacionales 1960-1974 
and Memoria 1976,
11/ On average, equal to about 200 dollars a month in 1977.
/the previously
the previously existing ceilings being eliminated, and the minimum wages 
and salaries were raised throughout the country. However, although the 
nominal minimum salary rose by 20% in 1977, it decreased in real terms by 
9%, over and above the; 12% and 5% recorded in 1976 and.1975, respectively 
(see table 19).
Real wages and salaries of public workers continued to decline in 
1977, despite the adjustments granted from 1975 onwards, which were 
proportionately.higher for the lower categories than for the upper categories 
of the-public administration. Thus at the lowest level (Grade VI-7) the 
reductions were approximately 4% in 1977 and 15% in 1976. In contrast, at 
the other end of the scale, for the highest level (1-1) the comparable drops 
were 21% and 26% in the two years considered.
5. Monetary and fiscal policy
Since 1975 the real liquidity of the economy began to decline and 
during the whole period 1975-1977 the proportional variations in the means 
of payment were smaller than the changes in domestic prices. The loss of 
net international reserves had a strong contractive effect, while Government 
credit expanded very rapidly to cover the growing fiscal deficit. Domestic . 
credit to the private sector increased more slowly than prices, and the 
expansion of quasi-money was also fairly limited, except in 1977.
Since the beginning of the 1970s, the public finances have shown a 
fundamental contraction which is the basic explanation for the fiscal 
disequilibria. In the first place, a sharp expansion of public expenditure, 
both current and capital, was promoted in consonance with the State's role 
as conductor of the national economy. Secondly, the factors determining the 
slow and insufficient growth of current Government income not only persisted 
but were accentuated. Thus, tax pressure dropped from 14% in 1970 to 13% 
in 1977,12/ owing to the I6w degree of progressiveness and elasticity of the 
tax system, and also to the proliferation of exemptions and of tax evasion 
and fraud. This led to a growing inability to use current resources to finance 
part óf public investment, and it was necessary to have increasing recourse 
to internal and external borrowing,
12/ Calculated as the ratio of tax income (net of tax refunds) to the gross




PERUS EVOLUTION OP WAGES AND SALARIES 
(Soles?
At end of Grosrth rates
1974 1975 1976 1977 1974 1975 1976 1977
Nominal wages and salaries : ■ ■
Minimum salary a/ 
General governmentb/
5 000 3 540 4500 5 400 '25.0 18.0 27.1 20.0
Level I - 1 30 000 31 606 23940 35 570 6.0 * 5.3 7.4 4.8
Level VI - 7 ' "5*900 7 500 9 166 11 606 0.0 87.1 " 22.2 26.6
Real wages and salaries 0/ ■ • ' '...
Minimum salary ej 2 518 > 8 395 8 104 1906 4.6. .-4.9 -12.2 -9.4
General government b/
Level I — 1 85 18#1 a  380 ,15 874 12 560 -16.0 -15.0 -25.8 -20.9
Level VI - 7 4 953 5 074 4 887 4 098 -I6.Ó 2.4 -15.5 -4.4
Source: National Institute of Statistics (iWE)t and Ministry of Labour. ' :•
ja/ ftor the private sector in the lima province.
b/ Maximum categories (level I - 1), and minimus categories (level VI - ?).




In 1977 the monetary situation continued to show the trends observed 
since 1975 and especially since the middle of 1976. The deterioration in 
real liquidity continued to restrict the financing of the working capital 
of production units, which also had an urgent need for increasing financial 
resources to cover imports at a time when the rate of exchange was 
experiencing sharp devaluations. This affected production activity, 
particularly of the small- and medium-sized national enterprise owing to 
its limited financial backing.
In 1977 the means of payment, increased by, 21%, while the increase in 
consumer prices was 32%. A similar situation had arisen in 1976, although 
the difference was greater since money grew by 25% and the rise in prices
was 45% (see tables 18 and 20). Quasi-money, which grew slowly in 1975
and 1976, increased by 39% in 1977, probably owing to the rise in nominal
interest rates. Thus, the total liquidity coefficient in relation to the
gross domestic product continued to decline, and is estimated to have reached 
21% in 1977 and 32% in 1974.13/
A study of the behaviour of the factors of expansion shows that total 
domestic credit grew by 35%, i.e., at a lower rate than in 1976, basically 
owing to the slowing down of the growth of credit to the Government:and 
public institutions, and also to the private sector. In 1977, as in previous 
years, the external sector acted as an element of absorption, reflecting 
the evolution of the balance of payments and the consequent reduction in 
net international reserves of the monetary authorities by the equivalent 
of 51 billion soles, a figure equal to 60% of the absolute variation in total 
domestic credit.
The flow of credit from banks to the public sector was basically 
channelled through the Banco de la Nacidn, which in 1977 financed 80% of 
such credit. Nevertheless, because of the heavy pressures of the public sector 
on Banco de la Nacidn financing, this bank had increasing recourse to credit 
from the Banco Central de Reserva, in view of the more limited possibilities 
of increasing its external liabilities, and its own limitations as regards 
tapping resources of the private sector. This meant an increasingly close 
relation between credit to the public sector and primary issue.






Balance at end of each 
, in billions of aoles
year
i / Growth rates
1974 1975 1976 1977b/ , 1975 1976 1977b/
Money : 101.» . 118.9. 149.0 180.2 . 17.3 25.3 20.9
Currency outside bemks 33.5 42.6 49.5 60.4 27.2 16.2 22.0
Demand deposits 67.9 76.3 99.5 119.8 12.» 30.» 20.4
Factors of expansion 141.3 166.7 185.0 221.6 18.0 11.0 19.8
Foreign assets (net) 26.8 5.1 -64.6 -115.5 -81.0 • - ; -
Domestic credit 114.5 161.6 249.6 337.1 »1.1 5».5 35.1
Government (net) 24.5 37.9 81.4 121.1 . 5».7 r 114.8 48.8
Official entities 27.1 41.6 60.3 77.7 53.5 »5.0 28.9
Private sector 47.9 62.6 79.0 95.3 30.7 26.2 20.6
Credit to development banks 15.0 19.5 28.9 ' »3.0 . 30.0 »8.2 48.8
Factors of absorption 39.9 47.8 36.0 41.4 19.8 -24.7 15.0
Quasi-money (savings and time deposits) 21.2 23.3 26.9 36.3 9.9 15.5 38.7
Long-term foreign borrowing 5.3 9.3 11.6 14.3 75.5 24.7 23.3
Other items (net) 13.4 15.2 -2.5. -10.2 13.» -
Sonrcest 1974-1976: International Monetary Fumi, International Financial Statistica, Decomber 1977; 
1977: Banco GintrSl de Reserva dèi Perù, Qgentas aonétarias.





From the start of the implementation of the 1977 fiscal budget it was 
foreseeable that there would he a marked rise in the total deficit whose 
financing would entail the use of substantial resources from the national 
banking system. The- growing proportion of total expenditure represented 
by service payments on the public debt was also observable, while at the 
same time tax pressure continued at its customary level despite the tax 
measures adopted in 1976. (A new ad valorem tax of 15% on traditional 
exports and increases in the rates for cigarettes, transport and imports of 
capital goods, and in the tax on goods and services from 17 to 20%.) *
In the face of these prospects, the Government adopted a number of 
additional measures in the second half of 1977. With the purpose of increasing 
the fiscal resources, the rates for taxes on passports, transport, wages and 
salaries, alcohol and alcoholic beverages were raised; a new tax was levied 
on petroleum products (except gasoline); an exceptional net-worth tax was 
imposed on enterprises; and the payment of taxes on goods and services for 
January 1978 was advanced. At the same time, prices and rates of goods and 
services produced or sold by public enterprises were raised, as had occurred 
in 1976. In addition, the fiscal budget approved at the beginning of the 
year was reduced by 8%, and a further reduction of 4 billion soles was made 
in August, while spending on wages and salaries and purchases of goods and 
services was strictly controlled.
In any case, at the end of the financial year a deterioration was 
observed in the position of the current account, the deficit of 11 billion 
soles in 1976 growing to 39 billion in 1977. The total fiscal deficit 
increased to a level of 113 billion soles, or the high coefficient of 42% 
of total expenditure (see table 21).
Current income rose by 38%, or at the same rate as inflation. The
increase in tax revenue was 44%, the main increments being in the amount
obtained from taxes on income and property (52%) and exports (103%). In
the former case, the increase was basically due to the measure referred to 
above, and in the latter to the greater dynamism of exports and the tax and 




PERU* CENTRAL GOVHUWBff DIOOME AND EXPETOITIRE
. Billions of soles at current prices Growth rates
1974 1975 1976 1977a/ 1975 1976 1977a/
1. Current income 68.6 87.9 111.4 154.1 28.2 26.7 38.3
Tax revenue 60.7 80.6 101.0 145.6 32.9 25.3 44.2
Non-tax revenue b/ 8.9 9.0 13.4 15.0 1.1 48.9 ' 11.9
less: tax refund £/ (1.0) (1.7) (3.0) (6.5) 69.2 72.7 115.3
2. Current exoenditure 62.4 90.5 122.7 193.1 44.9 ».6 57.3
Wages and salaries 29.1 38.8 51.5 70.3 33.5 32.7 36.5
Interest 7.7 9.4 13.2 29.2 22.5 39.9 121.4
Internal debt (4.2) (4.5) (5.5) (13.6) (5.5) (25.2) (146.4)
External debt (3.5) (4.9) (7.7) (15.6) (43.7) (54.9) (103.4)
Other current expenditure 25.6 42.3 58.0 93.6 65.2 37-1.¡K 61.4
3. Savins on current account (l - 2) 6.2 -2.6 -11.3 -39.0- 157.3 433.6 244.9
4. Capital expenditure 36.3 40.9 53.2 74.0 12.7 30.1 ».1
Gross capital formation 12.9 " 15.9 19.8 27.1 22.5 25.1 36.6
Other capital expenditure 7.3 12.1 17.3 13.0 65.8 43.0 -24.9
Amortization payments 16.1 12.9 16.1 33.9 -19.9 24.8 110.6
Internal debt (6.2) (6.9) (7.8) (10.9) (11.3) (13.0) (39.7)
External debt (9.9) (6.0) (8.3) (23.0) (-39.4) (38.3) (177.1)
3. Total expenditure (2 + 4) 98.7 131.4 175.9 267.1 33.1 33.9 51.8
6. Fiscal deficit (or surplus) (1-5) -30.1 -43.5 -64.5 -113.0 44.5 48.3 75.2
7. Financing of deficit 30.1 43.5 64.5 113.0 44.5 48.3 75.2
Domestic financing 9.5 20.7 40.6 55.4 117.9 96.1 36.5
External financing 20.6 22.8 23.9 57.6 10.7 4.8 141.0
Source» Banco Central de Reserva del Per6- 
a/ Preliminary figures.
bf Including wage and salary discounts for pension fund, 




. peso) CES3RÁI, to v a tm e ia  m je m  'M » expenditure
Billibnsof soles Growth rates
1974 1975 , 1976 1977s/ 1975 1976 1977a/
Tax revenue•. - . - ;■ J. 60.7 80.6 101.0 145.6 32.9 25.3 44.2
Tax on.incoae and property 24.1 24.6 30.2 43.0 2.3 22.9 52.4
Tax on exports 2.2 5.6 6.0 16.2 154.6 5.9 , 103.0
Tax on import 10.3 18.2 17.9 19.6 76.7 -1.1 9.5
Tax on production and consumption 24,1 32.2 46.9 66.8 33.5 45.4 . 42.5
Least tax refund b/ -1.0 -1.7 -3.0 —6.5 69.2 72.7 115.3
Wage and salary discounts for pension fund 2.1 2.6 3.1 4.1 23.2 20.9 29.7
Non-tax revenue ! " 6.« 6.4 10.2 10.8 -5.7 59.7 5.3
Current inoooe 66.6 87.9 111.4 154.1 28.2 26.7 38.3
Source» Banco Central de Reserva del Peril, 
e/ Preliminary figures.
b/ Mainly tax refund certificates for export promotion.
/In 1977,
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In 1977, current fiscal expenditure grew by 57%; particularly noticeable 
was the sharp rise in interest on the public debt (121%) and other current 
expenditure (61%) which includes Government transfers. Among the capital 
expenditures, although central government gross capital formation grew by 
37%, it was noted that capital transfers to public enterprises propped by 
25%, which together, resulted in a decline of over 20% in real terms ip 
public sector investment. Amortization of the debt .rose 111%, mainly owing 
to the increase in the external debt. -
In the financing, of the total fiscal deficit there was a.considerable 
increase in the. share of .external resources, including certain items 
covering the refinancing of external debt servicing. Domestic financing 
meanwhile rose 37% (see table 21).
/DOMINICAN REPUBLIC
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1. The overall picture
During 1977 the growth of the economy continued to falter. There was a 
rise of only 3.3% in the gross domestic product, so that the per capita 
product remained unchanged. The increase was the smallest recorded for ten 
years: in the first three years of the 1970s the GDP grew by 11% a year,
while between 1974 and 1976 the rate was slightly under 6% (see table 1).
However, in contrast to 1976, when the fall in sugar prices led to a 
profound deterioration in the terms of trade, which in turn caused a drop in 
gross income, income in 1977 rose slightly more (3.5%) than GDP, as a result 
of exceptionally high prices for coffee and cocoa, which offset a further 
fall in the price of sugar and helped to improve the terms of trade.
Analysis of the evolution of the GDP since 1974 shows that, with a few 
exceptions, all sectors were involved in this loss of impetus, including 
manufacturing and - to a lesser extent, because of its large fluctuations - 
construction. These two sectors have in the past distinguished themselves 
by rapid, sustained growth, which to some degree was passed on to other 
sectors.
Manufacturing output continued to grow in 1977 within the same range of 
low rates (3 to 4%) recorded since 1975, despite an appreciable improvement 
in the supply of electricity, shortages of which had previously hampered the 
growth of the sector. Construction, meanwhile, recovered from its meagre 
growth in 1976 and expanded by 10% in 1977. A major cause of this was the 
renewed activity in public investment.
Nevertheless, the sector which played the most important role in the 
evolution of the economy was agriculture, which is the dominant contributor 
both to total output and to exports. Drought, though not as severe as in 
1975, affected agricultural production, especially for domestic consumption, 





DOMINICA» REPOBUCi MAIN ECONOMIC INDICATORS
1972 1973 1974 1975 1976 1977$/
Basic economic indicators
Gross domestic product at factor cost 
(Millions of OS dollars at 19fa priced) 1 865 2 105 2 231 2 343 2 480 2 562
Population (millions) 4.64 4.79 4.95 . 5.12 5.29 5.47
Per capita gross domestic product 
(OS dollars at 1970: prices) 402 r 451 458 469 468
Short-run economic, indicators 
Gross domestic product
Growth rates 
10.4 12.9 6.0 5.0 5.9 3.3
Per capita gross domestic product 6.9 9.3 2.6 1.6 2.4 -0.1
Gross income b/ 11.2 12.7 8.4 11.3 -1,6 3.5
Terms of trade 4.8 -3.6 13.3 40.3 -32.9 4.0
Current value of exports of goods and services 41.0 24.8 42.3 37.4 -17.2 8.8
Current value of import's of goods and services ' 8*2 27.8 62.3 9.8 -0.8 10.6
Consumer price index o/ 
December to December 8.0 17.2 10.5 16.5 7.0 8.5
Variation between annual averages 7*9 15.1 13.2 14.5 7.9 12.8
Money 16.2 18.6 38.2 5.8 0.8 17.9
Current income of government 12.7 14.0 32.3 37.7 -11.3 9.9
Total expenditure of government 9.5 15-9 32.5 27.3 -12.9 8.8
Fiscal deficit/total expenditure of government d/ 0.6 - 1.6 ' 0*6 2.6 1.6
Millions of US dollars
External sector
Trade balance (goods and services) -31 -52 -187 -4 -168 -201
Balance on current account -49 -100 -244 «64 -221 -283
Variation in net international reserves 19 . 21 10 28 -11 58
Disbursed external debt 472 505 595 677 808 915
a/ Preliminary figures.
b/ Gross domestic product plus terms-of-trade effect, 




In 1976, as a result of adequate rainfall, agricultural output 
increased at the exceptional rate of over 9%. In contrast, the rise was 
only 1.4% in 1977, despite the fact that livestock production did not suffer 
greatly from the drought and that sugar cane, coffee and rice output increased.
The mining sector performed poorly in 1977, in contrast t6 the previous 
year. The service sectors continued the downward trend which began in 1973, 
reflecting the slow down in the goods-producing sectors.
While levels of output were low in 1977, foreign trade made a strong 
recovery. The value of exports of goods and services, which had dropped by 
17% in 1976 as a result of plummeting sugar prices, rose by 9% in 1977 thanks 
to a sharp increase in the prices of coffee (70% in each of the last two 
years) and cocoa (which doubled in 1977), making up for lower revenues from 
sugar sales.
At the same time, imports of goods and services grew by 11% in 1977, the 
rise being largely due to the larger purchases of food products which were 
necessary to supplement lower domestic production.
The divergent trends as between imports and exports further worsened 
the trade balance, and the current account deficit rose to 280 million 
dollars, equivalent to almost a third of total income from exports of goods 
and services. Nevertheless, as a result of a substantial inflow of capital 
during the year, international reserves increased by about 60 million dollars.
The sharp drop in world sugar prices in 1976, together with stagnation 
in imports, led to a substantial fall in revenue from taxes on external trade 
and a decline of about 12% in government income and expenditure. The most 
seriously affected expenditure heading was investment.
The fiscal situation improved in 1977, when income arising from external 
trade recovered and taxes on domestic transactions maintained a high rate of 
growth. This permitted some increase in expenditure, especially current 
expenditure, which increased by about 13%: a similar rate to that of domestic
prices.
There was a significant rise in domestic prices in 1977, although not 
to the extent observed between 1973 and 1975. The consumer price index, 




The same factors, which in 1976 caused a fall in food prices and limited 
the increase in the overall index produced the opposite effect in 1977.
Firstly, it was not possible to ensure normal supplies of staple 
foodstuffs until September. In addition¿there was considerable growth in 
the money supply (18% between Decenber 1976 and December 1977), principally 
as a result of freer domestic credit. It may be noted that, in comparative 
terms, the means of payment increased by less than 1% between December 1975 
and December 1976 (see table 1).
2. Sectoral trends
(a) Developments in oyera!! supply .and demand
In the past three years the overall supply of goods and services has 
expanded at the low rate of roughly 3.5% a year. Imports, making up about 
a sixth of total supply, have offset fluctuations in domestic production.
In 1975 and 1976 the volume of imports fell despite the substantial purchases 
of food which were necessary in 1975 to make up the deficit resulting from 
the drought. In 1977, in contrast, the rise in imports in real terms was 
somewhat higher than the rise in the GDP (see table 2).
The evolution of domestic demand in the past three years, however, has 
not been so smooth, as a result of considerable fluctuations in external 
demand. After declining by more than 9% in 1975, the volume of exports of 
goods and services made a strong recovery in 1976, but fell back by about 
2% in 1977. ' ‘
On the other hand, domestic demand rose by. more (4.3%) in 1977 than in 
1976, when the fall in capital formation led to a rise of only 2.4%.
Gross fixed capital investment, which had expanded at an annual rate 
of 18% during the first half of the decade, dropped by about 7% in 1976, 
reflecting lower imports of machinery and equipment in that year and reduced 
activity in construction.
The ratio of fixed investment to the GDP, which had risen from 17 to 




DOMINICAN REPUBLICi TOTAL SUPPLY AND DEMAND




1975 1976 19772/ 1970 19772/ 1975 1976 19772/
Total supply 2 643 2 944 3 045 124.5 121.9 • hi ' 3.6 3.4
Gross domestic product at market
prices 2 285 2 418 2 498 100.0 100.0 5.0 5.8 3.3
Imports of goods and services b/ 558 526 547 24.5 21.9 -2.4 -5.7 4.0
Total demand 2 845 2 944 3 045 124.5 121.9 3.5 3.6 3.4
Domestic demand 2 458 2 516 2 624 107.3 104.2 5.8 2.4 4.3
Gross domestic investment 624 599 eae 19.1 900 10.3 —4ol 999
Gross fixed investment 579 540 •  •  a 16.6 900 13.7 —6.8 900
Construction 322 329 • 0 9 9.9 • OO ' 13.0 2.2 099
Machinery and equipment 257 ; 211 • 9 9 6.7 OOO 14.7 -18.0 990
Public 244 215 9 9 9  ' 5.1 ... 39.3 -11.8 9 0 0
Private 335 325 9 9 9 11.4 . . . ’ 0*3 -3.1 O O O
Changes in stocks 45' 59 99# 2.5 ♦ 0 0
Total consumption 1 834 1 917 9 9 9 88.2 O O O 4.4 4.5 9 0 0
General government 162 178 990 11.6 009 ¿27.5 10.3 OOO
Private 1 672 1739 9  9  9 76.6 9 0 0 9.0 4.0 O O O
Exports of goods and services b/ 385 ■ 428 421 17.2 17.7 -9.3 11.2 -1.6
Sources» 1970-1976» CEPAL calculations on the basis of figures supplied by the Central Bank of the Dominican Republic; 
1977» CEPAL estimates on the basis of preliminary data.
a/ Preliminary figures.
b/ The figures for exports and imports of goods and services, were taken from balance-of-payments data expressed in 
dollars at current prices, which were converted to constant 1970 values by deflation, using price indexes calculated 
by CEPAL for the purpose.
/In the
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In the first five years of the decade public investment increased at 
an annual rate of 23%, i.e., faster than private investment. Ih 1975 the 
public sector wàs responsible for 42% of fixed investment. Public sector 
investment fell in' 1976' by 12%, while information available for 1977 indicates a 
nominal rise of 7%, but in view of rises in prices,, investment by the 
Government clearly dropped in 1977 in real terms,
(b) Growth in the principal sectors
Rapid industrialization based on import substitution, the new importance 
of mining following the initiation of exploitation of ferro-nickel, and hectic 
■activity in construction of housing, hotels* public works in the towns and 
infrastructure in,general were the fundamental causes of the significant 
increase in GDP in the first three years of the decade. At the same;time 
agriculture was maintaining a satisfactory growth rate of 6% a year. This 
trend began to tail off in 1974 in all sectors, including industry and 
construction, culminating in an increase in GDP in 1977 of barely'3.3% (see 
table 3).
In,1977 agriculture, the sector.on which all others depend, grew by 
only just over 1%, after the extraordinary results of 1976. To this must be 
added the decline in mining output and the persistently low levels of 
manufacturing production in recent years (see table 4). Production of rice, 
which is ah important element of the daily diet, increased by little over 5% 
and production of tomatoes by somewhat over 10%. .
The sugar harvest hit new record levels of 10.9 million and 11.1 million 
tons in 1976 and 1977. Sugar cane plantations cover 26% of the cultivated 
area of the country, and sugar cane production represents .about 14% of the 
agricultural product at 1970 prices.
There were also rises in 1977 in the output of coffee and cocoa (5.6 and 
4.2% respectively), whereas leaf tobacco, another product important among 
exports and also as an input for domestic industry, dropped by 23%. As a 
result of the performance recorded for these and other products, the volume 
of agricultural exports rose by 6% in 1977. In this group particular mention 
should be made of the export of 40,000 tons of coffee, the biggest foreign sale 




DOMINICAN RmtBUCf GROSS DOMESTIC PRODUCT, BX KIND OF ECONOMIC ACTIVITY, AT FACTOR COST
Millions of pesos Percentage Growth rates b/at 1970 prides breakdown
1975 1976 197?^ 1970 19775/ 1975 1976 1977^/
Agriculture 396 433 439 25.8 19.8 •1*2.5 ( . . V 1.4
Mining 118 143 - 139 1.7 6*3 7.4 ;■ a.? -3.1
Manufacturing 332 . 342 355 16.7 16.0 3.6 3.1 3.7
Construction 159 163 179 5.5 8.1 13.0. 2.3 9-9
Subtotal goods 1 005 1 081 1 112 49.7 50.2- 2.9 7.6 2.8
Electricity, gas and water 30 31 38 1.3 1.7 6.8 3.2 22.3
Transport, storage and communications 160 186 191 8.5 8.6 4.5 3.2 2.5
Subtotal basic services ad a7 229 9.8 • 10*3 4.8 3.2 5.3
Commerce, financial institutions and
insurance 277 294 302 12.7 13.6 6.3 5.9 3.0
Real estate of 149 159 175 7.6 7.9 5.7 6.6 9.9
Public administration 182 187 180 11.5 8.1 7.9 3.0 -4.0
Miscellaneous services d/ 206 a3 219 8.7 9.9 11.4 2.9 3.2
Subtotal other services 814 853' 875 40.5 39*5 7.8 4.6 2.8
Total gross domestic product e/ 2 039 2 151 2 229 100.0 100.0 5.0 5.9 3.3
Sources» 1970-1976» CEPAL calculations on the basis of figures supplies by the Central Bank of the Dominican Republic; 
1977* CEPAL estimates onthe basis of data from the same source»
aj Preliminary figures.
b/ Rates calculated on the basis of unrounded figures, 
o/ Ownership of dwellings only.
d/ including restaurants, hotels and business services.
e/ As the individual activities and the totals were calculated indendently, the sum of the former does not correspond 












Index of agricultural 
production (1970 = 100) 100.0 118.8 115.9 126.7 128.5 -2.4 9.3 1.4
Crop farming 67.4 119.9 112.9 126.7 127.7 -5.8 12.2 0.8
Sugar-cane (14.2) 117.0 107.9 126.3 128.7 -7.8 17.1 1.9
Stock-raising 29.9 115.2 121.7 126.7 \ f 5.6 4.1 1
V 130.3 r 2.8Forestry and fishing 2.7 135.0 125.6 127.7 ! 1 -5.6 1.7 J
Production of some crops 
(thousands of tons)
Sugar-cane 10 130.6 9 337.0 10 932.2 11 139.8 -7,8 17.1 1.9
Paddy rice 259.4 218.6 294.3 310.0 -15.7 34.6 5.3
Coffee cherries 108.6 103.7 114.0 120.4 -4.5 9.9 5.6
Cocoa beans 38.3 30.9 33.1 34.5 -19.3 7.1 4.2
Leaf tobacco 33.7 34.6 45.4 34.9 2,9 31.1 -23.1
Tomatoes 121.8 132.8 123.0 135.8 9.0 -7.4 10.4
Guineo bananas c/ 13 313.0 13 467.0 13 998.0 14 190.0 1.2 3.9 1.4
Sources! Central Batik of the Dominican Republic, Cuentas Naeionaleis 1970-1976; CEPAL, on the basis of preliminary 
information obtained directly from official sources.
a/ Calculated on the basis of aggregate values at 1970 prices, 
b/ Preliminary figures, 
c/ Thousands of hands.
/Livestock raising,
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Livestock raising,which contributes about 30% of the product of the 
agricultural sector,, has ejgperiençed three fairly mediocre years,, with a 
growth rate of the order of 4%. This rate might have been higher but for a 
décline in output .from poultry r§isihg following lower consumption of poultry 
in 1976, which appears to have continued in 1977. .
Since 1973 there has been a marked increase in the volume of food 
imported in order to make up shortfalls in domestic production, with substantial 
quantities of rice and maize added to the traditional imports of wheat and 
oils. The principal importer of these products is the National Price 
Stabilization Institute (INESPRE), except in the case of wheat, which the 
State company Molinos Dominicanos is responsible for importing.
The recovery in construction was insufficient to alter the general trend. 
Apart from a few rare exceptions, the service sectors also experienced this 
general loss of impetus.
(i) Agricultural production. The very favourable rainfall during the 
1975/1976 seàson lead to a 9.4% increase in production from the agricultural 
sector, and 12% from crop farming. In 1977, however, the situation changed 
radically because of a drought in the first half of the season, which
fortunately was not as serious as in 1975.
Except in 1976, slow growth in agriculture has held back the remainder , . 
of the economy. The share of agriculture in the GDP, which at the beginning 
of the decade was more than 25%, fell to a fifth by 1977. However, this 
figure does not reflect the full extent of the influence of agriculture on 
industry, commerce, exports and employment.
It is calculated that about half the active population is engaged in 
agriculture, though much of it is underemployed. Annual exports of sugar 
and other products from the agricultural sector total some 550 million pesos, 
representing about 70% of total exports of goods.
In 1977, the lack of rain until the beginning of April principally 
affected products destined for the domestic market. According to the meagre 
information available for 1977, agricultural production would appear to have




In 1976 120,000 tons of, wheat, 56,000 tons of rice (equivalent to 29% 
of domestic production), 60,000 tons of maize (23% more than domestic 
production), 9,000 tons of beans (25% of production) and more than 32,000 tons 
of edible oils were imported.” In 1977 the value of imports of cereals rose 
by 30% and that of edible oils 60%.
The process of agrarian reform has faltered in the past four years. The 
number of beneficiaries Settled under this process dropped from an annual 
average of 6,160 between 197i and 1973 to 2,400 between 1974 and 1976, and 
the area transferred fell from 32,000 to 12,000 hectares. Allocation of 
land was much reduced in 1977. During the first six months, the Dominican 
Agrarian Institute, which is responsible for the reform, is reported to have 
allocated only 200 hectares to 49 beneficiaries. Undoubtedly this is 
connected with the Institute’s new policy of granting in the future only land 
which has not been worked before.
Mining* Between 1972 and 1973 mining gained some importance, when 
a start was made on mining and exporting ferro-nickel. Between 1975 and 1976 
a similar step forward was taken with the mining of gold and silver by the 
foreign company Rosario Dominicana. This company has thus joined the Alcoa 
Exploration Company, which has been operating the bauxite deposits for many 
years, and Falconbridge, which holds the concession for the ferro-nickel 
deposits. As a result, the contribution of mining to the total GDP rose 
from 1.3% in 1971 to 6.3% in 1977, while over the same period the value of 
mining exports increased from 18 million dollars to 170 million dollars.
Though higher prices were obtained for sales of bauxite and ferro- 
nickel in 1975 and 1976, there was a decline in external demand for the two 
products, which was one cause of the drop in production in 1976. The rise 
of 22% recorded in mining output in that year was wholly attributable to 
the beginning of production of gold and silver alloy (see table 5).
For 1977 preliminary figures indicate a 3% fall in output from mining. 
The amount of ferro-nickel extracted increased by just over 2%, while there 
was a fall of 7% for bauxite. Gold production also dropped (by 17%), whereas 




DOMINICAN REPUBLIC: MINING PRODUCTION
Volume of out put Growth rates
1973 1974 1975 1976 1977^ 1974 .1975 1976 197W
Production of some important 
minerals
Bauxite, (thousands of tons) 1 086 1 196 785 6a 575 10.1 -34.4 -20.9 -7.3
Ferro-nickel (thousands of 
tons) 28 30 75 64 66 7.8 144.7 -14.0 2.2
Gold (kilograms) - 5 613 12 842 10 660 - - 128.8 -17.0
Silver (kilograms) - - 2 782 27 714 57 609 - . - 896.2 107.9
Gypsum (thousands of tons) 267 384 196 185 175 43.8 -49.0 -5.6 -5.4




Exports of mining products performed rather better. The volume of 
ferro-nickel exported fell from 68,000 tons to 61,000 tons, but bauxite 
exports rose from 627,000 tons to 774,000 tons and exports of dore (gold and 
silver alloy) increased from 41 to 51 tons.
At the end of 1976 negotiations with the Rosario Dominicana Company 
were concluded. Among the points agreed were that the Central Bank's share 
in the Company's capital should be raised to 46%, and that the Government's 
share in its gross profits should also be increased.
As a result of negotiations with the Alcoa Company, the Government 
also secured a greater share in the profits from bauxite exploitation.
Further contracts were signed with various foreign firms for oil and 
natural gas exploration and exploitation in different areas of the country, 
but no concrete results have yet been achieved.
(iii) Manufacturing. Since 1975 manufacturing output has recorded 
relatively low increases of 3 to 4% a year, which are in contrast with those 
of the order of 12% achieved at the beginning of the decade; some slowing 
down in this sector began to occur as early as 1974.
In examining the evolution of industrial output, special attention 
should be paid to the sugar industry, which differs from other industries 
both in its size and its behaviour. Although since the beginning of the 
decade the contribution of the sugar industry to the manufacturing product 
has fallen from a high of 27%. in 1970, it continues to be significant at 
about 20%.
The average price of sugar exports dropped from 590 dollars a ton in 
1975 to 262 dollars in 1976 and 199 dollars in 1977. Nevertheless, production 
rose by 10% in 1976 and 12% in 1977, when it reached 1,415,000 tons, the 
highest level ever attained. These figures indicate that in both 1976 and 
1977 growth in the product of industrial activities other than sugar must 
have been below 2% a year.
/Thus, according
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Thus, according to the indicators of manufacturing output given in 
table 6 (which do hot necessarily coincide with the changes in the manufacturing 
product) production apart from sugar increased by 7% in 1975, fell slightly 
in 1976 and appears to have risen by just over 1% in 1977. The performance 
in 1975 was influenced principally by the food, tobacco, oil refining, basic 
metals and machinery and equipment industries. The poor results of the 
past two years were generally shared by all areas of manufacturing, with a 
few exceptions in 1977 (see table 6).
The inadequate supply of electricity, which has worsened in recent 
years, and - more important - the freqhent power cuts which bring manufacturing 
to a halt, have been an important cause of the slow expansion of manufacturing 
output. In 1975 and 1976 616 generators with a total capacity of 88,000 KW 
were installed in industrial and commercial establishments in order to 
prevent power cuts. The problem was much alleviated in 1977 by this step, 
and by the measures taken by the Dominican Electricity Corporation, which by 
mid-1977 had secured a 25% rise in supplies to industry.1/
Other causes of the slackening in industrial growth were the scant 
increase in demand and the fact that the easier import substitution projects, 
on which industrialization has been based, have now been completed.
The industrial policy and the tax exemptions and other incentives 
provided for in law N° 299 of 1968, have remained unchanged, and the period 
of their application has recently been extended.
Under the law on industrial protection and incentives, about 160 new 
enterprises were set up between 1973 and 1976, creating some 15,000 new 
jobs.
1/ Installed electrical capacity increased by 25% in 1976 (solely through 
an increase in thermal plants), and by barely over 3% in 1977. The 
amount of electricity generated, on the other hand, expanded by 6% in 
1976 and 25% in 1977. Production of hydroelectricity in 1977 suffered 








Index 1970 * 100 Growth rates
1974 1975 1976 1977^ 1975 1976 1977
Index of manufacturing production c/ 100.0 154.5 160.7 162.5 167.7 4.0 1.1 3.2
Index of manufacturing production 
excluding sugar 55.4 166.4 178.4 176.7 178.8 7.2 “1.0 1.2
Sugar production and refining 46.6 ; 125.4 114.2 125.2 139.6 -7.5 9.6 11.5
Food products 12.2 145.6 157.Ì 151.8 153.0 7.9 -3.4 0.8
Beverages 10.7 144.4 147.7 149.6 157.0 2.5 1*3 4.9
Tobacco ' 5.3 :129.7 141.4 142.8 135.7 9.Ò 1.0 -5.0
Textiles 1.8 152.2 158.1 160.0 • •o 3.9 1.2 • ••
Clothing 1.5 207.4 213.2 215.2 2.8 0.9 • ••
Chemical products 4.9 157.5 166.9 168.8 6.0 1.1
Oil refining 1.9 116.0 159.3 140.7 • •• 20.1 1.0 • ft •
Rubber and plastics products 1.7 196.5 199.0 201.9 eee 1.3 1.5 • ••
Hon-metallic mineral products 4.2 241.6 218.5 221.2 238.0 ■ -9.6 1.2 7.6
Basic metal industries 1.8 129.5 157.3 160.1 .. • •• 21.5 1.8
Metal products, machinery and equipment 2.6 244.2 301.9 304.6 320.0 23.6 0.9 5.1
Others 4.8 174.7 149.7 150.9 -14.3 0.8 o ••
Source; Central Bank of the Dominican Republic, Cuentas Nacionales (1970-1976)»
aj Calculated on the basis of aggregate value at current market prices* At constant prices the share of revenue from 
sugar falls to about 21 per bent. : 
b/ Estimate based on partial information obtained directly from official sources.
c/ Changes in the index do not necessarily coincide with changes in the product of manufacturing industry, as a result 
of the different methodologies used in the calculations.
/In 1976
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In 1976 there were 44 enterprises in the three free zones (La Romana, 
Santiago de los Caballeros and San Pedro de Macoris) producing goods solely 
for export and employing some 6,000 staff. These companies, which are exempt 
from all taxes, produce a wide variety of articles and use a high proportion
of imported raw materials and components.
In addition to sugar and other agricultural and mining products which 
have undergone only a small amount of processing, manufactured products worth 
33 million pesos were exported in 1977, including 17 million pesos1 worth of 
furfural, a chemical product obtained from the distillation of bagasse. In 
1977, however, the volume of furfural exported was 18% lower than the year
before, while exports of the remaining manufactured products were just under
3% lower.
(iv) Construction. Construction activity is very sensitive to changes 
in investment, especially public investment, which to a large extent is 
channelled towards public works in the spheres of economic infrastructure, 
urban development, tourism and housing.
The drop in investment in 1976 (12% in public investment and 3% in 
private) had immediate repercussions on construction, and the 17% annual growth
rate which had been recorded between 1971 and 1975 fell to a little over 2%
in 1976. In the same year there was a sharp reduction in investment for the 
construction of irrigation dams (the Valdesia dam was completed) and 
hydroelectric installations (see table 13).
The higher revenues from exports in 1977, together with the slight 
growth in public income and expenditure and the expansion of credit, improved 
the liquidity of the econony, and as a result there was a revival in 
construction activity, which increased by 10% in 1977. Priority was given in 
that year to works for tourism development, in particular the Puerto Plata 
project on the north coast and the SamanS project. It is also estimated that
hotel capacity rose by 11% in 1977.
A tourist complex in Bayahibe, to be built by Gulf and Western, is still 
in the planning stage. The Club Méditerranée is considering another project 
of the same type at Punta Cana, and the Government is hoping to develop a 
third at Boca Chica.
Construction of new dams by the National Institute of Water Resources 
is under consideration, as is the building of a four-lane highway between 
Santo Domingo and Santiago. /3. The
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(a) External trade
The trend of external trade in 1977 took the form of a 9% rise in the 
value of eîqrorts of goods, attributable to excellent sales of coffee and 
cocoa, and to a smaller extent bauxite, and an 11% increase in imports.
The principal feature of external trade in recent years has been the 
near-doubling of the value of exports in 1974 and 1975, followed by a fall 
of 20% in 1976, both movements being caused-solely by changes in sugar prices. 
However, even in 1976 the fall in the price of sugar was partially offset by 
rises in the prices of coffee and cocoa. In 1976 these rises prevented a 
larger decline in total exports, while in 1977 they contributed to an increase 
of 9%. Exports of goods in 1977 totalled 780 million dollars, compared with 
the figure of about 900 million dollars attained in 1975.
The decisive influence of prices on the value of exports since 1974 
can be seen from table 7. The volume of exports was almost identical in 
1973 and 1977, although the figure fiuctuaisd. markedly in the intervening 
years.
' The volume of imports increased considerably in 1973 and 1974, reflecting 
the higher prices paid for fuels. The increase was smaller in 1975, and 
there was actually a slight fall in 1976, as a result of the introduction 
of restrictions, lower food imports and a reduction in expenditure on . 
investment. In 1977, however, imports rose more than exports.
The sharp increases in prices of imports between 1973 and 1975 have 
levelled off in the past two years. The evolution of the terms of trade 
was broadly in line with the price of sugar up to 1976 and with the prices 
of coffee and cocoa in 1977. However, in 1977 the terms of trade index was 
30% below the 1975 level and the purchasing power of exports 22% lower (see 
table 7).
(i) Exports of goods. A rise totalling 130 million dollars in exports 
of coffee and cocoa made up for the further fall in sales of sugar and 
contributed to an increase of 9% in total export revenue in 1977, contrasting 
with the marked decline in 1976 (see table 8).




DOMINICAN REPUBLIC» MAIN INDICATORS OF FOREIGN TRADE
—  ■ --
1972 1973 1974 1975 1976 19772/
Expo tbs of goods 
Value 43.5
Growth rates 
27.2 44.0 40.4 -19.8 8.9
Volume . 30.5 11.4 -0w6 -11.4 13.8 -1.1
Unit value , 9.9 . 14.2 44.8 58.5 -29.6 10.2
Imports of goods 
Value 8.9 24.9 59.5 14.8 -1.2 11.0
Volume 3.9 5.6 24.7 1.6 -5.9 4.7
Unit value 4.8 18.4 27.9 13.0 5.0 6.0
Terms of trade 4.8 -3.6 13.3 40.3 -32.9 4.0
Terms of trade
Indexes (1970 = 100) 
97.5 94.0 106.5 149.4 100.2 104.2
Purchasing power of exports of goods 149.2 160.5 180.6 224.4 171.2 176.1
Purchasing power of exports of goods
and services 146.2 139.1 179.8 a9.7 172.5 177.1
Source» CEPAL, on the basis of official data.
bJ  Preliminary figures.
/Table 8
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DOMINICAN REPUBLIC« VAUE AND BREAKDOWN OF EXPORTS OF GOODS (FOB)
Table 8
Millions of dollars Percentagebreakdown Growth rates
1974 1975 1976 1977 1974 197? 1975 1976 1977
Main export products a/ 392 84? 662 727
m 43.1 -21.8 9.8
Sugar 340 577 269 232 53.4 29.7 69.7 *53.4 -13.7
Coffee 46 - 45. 101 185 7*2 ».7 “6.5 134.9 83.2
Cocoa 48 29 30 96 7.5 12.3 “39*6 72.4 92.0
Tabacco 35 39 29 6.1 , 3.7 -10.3 11.4 -25.6
Bauxite 18 17. V  16 •• 22 2.8 2.8 -5.6 -5.9 37.5
Ferro-nickd 93 102 Ill* 91 14.6 11.7 9.7 ■ 8.8 -18.0
Gold and silver 27 55 55 --- 7.1 103.7 -
Furfural 8 17 ■ 21 17 1.3 2.2 112.5 23.5 -19.0
Other products 1 45 4? ‘ -!54; 53 7.1 6*8 - 4.4 14.9 -1.81 ' n
Total 637 894 716 780 100.0 . 100.0 40.4 -19.9 8»9■ ■ ; :
Source» Central Bank of the Dosdnican Republic.
a/ Sugar exports include exports of Solasses and syrups; coffee exports also include exports of roast and ground
coffee; cocoa ei&orts include exports of cocoa products*.
/Total revenue
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Total revenue from exports continued to depend fundamentally on the 
vagaries of prices of sugar, coffee and, to a lesser degree, two or three 
other products; : .....  -■■ ■ .
_  Between 1975 and 1976 the average, price of sugar exports fell from 
27 to .12,US cent? a pound, representing a loss of 340 million dollars. In 
contrast, coffee prices rose by 72% and cocoa prices 61% in 1976, while 
exports of gold and silver, which had only just begun, doubled in value. 
Nevertheless, the total value of exports of goods declined by 20% in 1976.
The price of sugar continued its decline in 1977, with the average 
price per pound failing to 9 US cents. However, the average price of coffee 
rose sharply from 2.38 dollars to 4.01 dollars per kilogramme, while the 
price of cocoa doubled. As a result the value of exports of these products 
almost doubled, raising the value of total exports as mentioned above. The 
other important export products generally performed poorly, except for bauxite, 
where a recovery in volume led to an increase of 38% in value.
The recent evolution of exports can largely be attributed to price 
changes, but volume also played a significant role. Thus, the lower export 
volumes in 1974 and 1975 meant that full benefit was not drawn from the 
excellent prices in those years, while the rise in volume in 1976 made it 
possible to lessen the effects of the drop in sugar prices. In 1977 the 
volume of sales abroad fell back again, though only slightly. However, volumes 
of exports of coffee and cocoa - the two products whose prices showed the 
biggest increases - rose by 10% and 4% respectively (see table 7).
In 1977 exports of coffee reached the record level of 40,000 tons, but 
there were clear falls in the volume of ferro-nickel and bauxite exported.
Only 61,000 tons of ferro-nickel were exported (24% of the volume sold 
between 1973 and 1974), while the volume of bauxite exported reached only 
half the 1,474,000 tons exported in 1975. There was also a drop in 1977 in 
the volume of tobacco exported. In contrast, the rise in exports of dord 
(gold and silver alloy) was appreciable fo such a new export product. Sugar 




AS-far*as the' structure ;of exports is concerned, sugar declined 
substantially in inportAnce, but that was compensated for by rdsSs for 
coffee and cocoaJ The total for the remaining exports remained beHtweAn 
25 and 30%. There were a few changes, however: ferro-nickel and tobacco
declined in 1977, while gold^ sliver and furfural took a larger share (see 
table 8).
Non-* traditional exports, which are not of great importance, have shown 
no change. Indeed, there has been a slight drop recently in exports of 
manufactures.'
In October 1977 -the sugar-exporting countries concluded a new agreement 
to replace the 1973 agreement. The hew agreement lays down maximum export 
quotas for each country - 1,100^000 tons fortheDomihicah Republic - in order 
td prevent increases in supply-and fuiither falls in prices.
(ii) Imports of goods. Imports resumed their upward trend in 1977 after 
an interruption in 1976.
Between 1972 and 1975 imports nrore than doubled ifa Value, rising from 
338 million dollars to 773 million dollars.-This rapid expansion was due to 
three factor«: the almost fourfold rise id prices of fuels, the share of
which in total imports increased from 11 to; 22%; rapid ghdwth in food imports, 
as a result of inadequate increases in domestic production, Aggravated by 
drought; arid the* inertia in the' import of a wide range of non-essential 
consumer articles And inputs for domestic industry. Since the middle of the 
1960s the shard of imports aiHShg tKe raw materials used by manufacturing 
industry'has been rising continuously.*
In 1976 there was a slight drop in the value of imports, while the volume 
fell by 6%. , The reasons for the drop in value included smaller purchases of 
food, restrictions imposed With a View' tb containing the rApid growth of 
inports, and less demand for imported inputs by domestic industry, reflecting 
its iow level of activity. In 1977 additions were inade to the list of articles 
which it is forbidden to import With foreign currency dbtaindd from the Central 
Bank.""' ■" '• v ; ■■*■•.-
/In 1977
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In 1977 the growth of imports revived, though the rate of 11% was 
significantly lower than in the period 1973-1975. Five pep cent, of the 
increase was attributable to rises in volume and the remaining 6% to prices , 
(see table .7).
Imports of food totalled 140 million dollars in 1977, 30% more than in 
1976. There was an appreciable increase in imports of cars (18%), and much, 
smaller rises for raw materials (9%),-capital goods (6%) and fuels (5%)
(see table 9).
(iii) Tourism. Since the start of the present decade tourism has acquired 
great momentum, with resolute and direct support from the Government. The 
Tourism Promotion Act of 1971 and the tax and import concessions granted for 
investment in the construction and fitting-out of hotels led to a rapid rise 
in hotel capacity apd other tourist facilities. Mention should also be made 
of the large hotels and tourist complexes whose construction has been 
undertaken or financed by the State.
Hotel capacity rose from 2,200 rooms in 1975 to 3,580 in 1976 and 
3,960 in 1977» Sixty-two per cent of these rooms are in Santo Domingo, which 
in 1977 had nine major hotels each with an average of 200 rooms. There are 
other large hotels in La Romana and SamanA.
Between 1973 and 1977 the number of visitors rose from 227,000 to 
387,000, despite a fall in 1975. In 1977 the increase was just over 7%.
Of the 387,000 visitors in 1977, 240,000 were foreigners who stayed 
on average 7 or 8 days in the country. A further 110,000 arrived in cruise 
ships for a visit of no more than 24 hours, while the remaining 37,000 were 
Dominican visitors resident abroad. Numbers in this last group have declined 
since 1974.
It is estimated that the country received 67 million dollars from 
tourism in 1977, equivalent to 9% of the revenue from exports of goods.
Tourist income rose substantially in 1974 and 1975 (by 42 and, 13%, respectively), 
but the increases were below 7% in 1976 and only 3% in 1977. Furthermore,, 
foreign currency spent by the country on travel continued to exceed revenue: 




DOMINICAN REPUBLIC« PRINCIPAL MPORJ5 (FOB) 
(Millions of peso»)
1976 1977 Pereentags . of total ,
Pércentage 
change SJ.
Fishy crustácea and molluscs 8.3 9*8 1.2 18.7
Dairy products, eggs and honey 6.1 6.1 0*7 0.2
Cereals 37.1 4. 48.3 5.7 30.0
Products of.the ailling industry 11.2 8.0 0.9, -28.4
Oil-seeds and similar 4.5 11.5 1.4 152.1
Oils «god fats 18,1 29.1 3.4 61.3
Mineral fuels 169.5 177,0 20.9 4.5
Chemical products 14.6 15.4 1.8 5.5
Pharmaceutical products . 27.7 26.1 3.1 -5.8
Fertilisers 14.3 Í5.7 i.9 9.8
Plastics, resins and products thereof 20.4
■ . « .
24,2 2.8, 17.8
Natural or synthetic rubber 12.7 15.5 1.8 22.0
Wood and mood products 16.8 16.3 1.9 2.9
Paper and cardboard and products thereof 24.1 23.6 2.8 2.4
Synthetic textiles 11.1 11.7 1.4 5.2
Cotton 8.1 6.0 0.7 -25.4
Ceramic products, glass and glass manufactures 11.3 12.4 1.5 9.2
Cast iron and steel 47.7 48.2 5.7 0.9
Machinery and mechanical articles 85.5 95.6 . 11.3 11.8
Electrical machinery, articles and equipment 37.1 35.0 4.1( -5.7
Vehicles, automobiles, tracto its, etc. 63.1 74.5 8.8 18.1
Other imports 113.9 137.6 16.2 20.8
total-. 763.4 847.6 ' ; 1<X>*° 11J)
Source» Figures obtained directly from the National Statistical Office, 
a/ Changes calculated on the basis of unrotmded figures.
/(b) The
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(b) The balance of payments
Divergent growth rates in 1977 for imports and exports led to an 
increase in the deficit on goods trade to 67 million dollars. If services
are added, the trade deficit totals 200 million dollars, which is substantially
higher thanin thepastCsee table 10). •
In 1977 there was also an increase of 23% in remittances abroad of
profits on foreign capital and a rise of 54% in payments of interest on 
foreign debt. Net income from private transfers rose to a lesser extent.
These changes produced a large current account deficit of slightly 
more than 280 million dollars, the highest yet recorded.
While the current account deficit has expanded however, there has been 
a growing inflow of non-compensatory capital, which during the present 
decade has permitted continuous growth in international reserves, except in 
3.976. ' ■’
In 1977 the net inflow of non-compensatory capital totalled about 
340 million dollars (130 million dollars more than in 1976). There has teen 
a considerable rise since 1974,. principally in the form of medium-term and 
long-term loans, which in 1976 led to à tripling in the inflow from direct 
investment.
As a result of these changes in the current and capital accounts, net 
international reserves rose by 58 million dollars.
(c) External debt
By the end of 1976 the disbursed external debt amounted to 808 million 
dollars, of which 550 million dollars had been incurred by the pviblic sector. 
Between 1973 and 1976 the total external debt increased by 60%, i.e., faster 
than the public debt.
It is estimated that in 1977 the external debt reached some 915 million 
dollars as a result of the appreciable inflow of capital during the year.. 1 
Worthy of̂  mention among the credit allocated since the end of 1976 was ‘
60 million dollars for the Central Bank from the Venezuelan Investment 
Fund for purchases of petroleum, and 48 million dollars for the Dominican 
Electricity Corporation for purchases of equipment.
/Table 10
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DOMINICA» REPUBLIC» BALANCE OF PAWEfflS 
(Millions of US dollars)
Table 10
1972 < 1973 197* 1975: ' 1976 1977
Current account ■- -1
Exports of goods and services *11 . » 3 730 1 003 831 90*
Goods FOB 3*8 **2 637 89V 716 781
Services 63 71 93 109 115 123
Transport 12 1* 15 16 15 19
Travel 33 ; 38 5* 61 65 67
Imports of goods and services **2 „ 565 »7 1 007 999 1 105
Goods FOB 338 *22 673 773 76* 8*8
Services 10* ' 1*3 2** 23* 235 257
Transport . ■ • , 55 71 1*2 125 .12* 135
Travel 36 52 78 80 , 83
Net payments of profits and interest on foreign 
capital t*7 -77 -90 -93 -88 -123
Profits -35 -5* -*7 -*9 -40 -*9
Interest -12 -23 ■43 -4* -48 -7*
Net private transfer,payments 29 29 33 35 35 *1
Balance on current account -*9 -100 -2** -6* -221 -263
Capital account
Net external financing (a+b+o+d+e) *9 100 2** 6* 221 283
(a) Net «xternel non-compensatorycapital 126 76 . 2*1 117 252
Direct investment 68 35 5* 51 69
Long- and medius-term loans <6 40 103 119 206
Amortization payments -16 -19 -*5. -36 -77
Short-term liabilities 12 18 128 -20 *5 3*1
Official transfer payments s' 2 1 3 9
(b) Domestic non-compensatory capital or assets 21 37 48 22 • :•
(c) Errors and omissions -6* 8 -35 -47 -38
(d) Allocation of SDRs ' 5 ■ -  - "« ' -
(e) Net compensatory financing
(minus sign signifies an increase) -i9 - a “l0 -28 11 -58Belance-of-payments loans, trade arrears, 
IMF loans and,other liabilities of the 
monetary authorities 15 13 25
Amortization payments -16 -13 •' -6' ' ■ 4 3  ' «*»
Variation in gross international reserves 
(minus sign signifies an increase)
i
-3 -23 -* -28 -1* -57
Foreign exchange reserves 
(minus sign signifies an increase) 5 -10 -16 -29- -1* -57
Gold reserves.
(minus sign signifies an increase) v -13 13 , -1 -1
SDRs
(minus sign signifies an increase) :■ « • ■ • _ -1 '■ 1 ’ ; 1 1
Sources» 1972-1976» CEPAL, on the basis of data from the International Monetary Fund;
1977» CEPAL, on the basis of data from the Central Bank of the Dominican Republic*
/4. The
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In 1977 there was a clearjre$M|*^tice of domestic price rises, though
jaot at the rates e^erienTOd in. the tJjree.years, 19.73-1975•... ...
'If the changes are measured'from December to December, the increase 
of 8.5% does not appear much higher than the rise in 1976, when the inflation 
rate oí the previous two years was halved. However, the variation between 
annual averages was rather higher - 12.8% - and much higher than the change 
of 7.9% in 1976. It w^s in fact fairly close to the rates recorded in the 
middle of the anti-inflátion period 2/ (see table 11).
In the past two years the wholesale price index has moved along the 
same lines as the consumer price index,1 although with.greater contrasts. 
Following a period of increases of 20% or more (197*+ and 1975), the index 
fell by 4.7% fir 197.6 but rose again by 13.6% in 1977.
Among the causes of the inflationary process in the three years 
1973-1975, external factors predominated - in particular the higher prices
of imported products, which worked through to internal costs and thence to
wholesale and consumer prices. In the past two years, on the. Pthesr hand, ~
prices of imports have risen much less, and domestic prices have-tended to 
change in line with the domestic availability of basic consumer goods and 
with the money supply.
In contrast to what happened in the period 1973-1975, food prices 
(measured between annual averages) fell in 1976, while in 1977 they rose less 
than other consumer products. Their behaviour is closely linked with the 
availability of food products on the domestic market. Thus, in 1976 the 
domestic availability (apparent consumption) of 22 food products increased b y .
4.1%, and the average price to the consumer fell by 1.3%- less, that is, 
than the index of food products. In 1977, in contrast, the domestic supply 
of food products dropped by 3.3%, and the result was a rise of 6.3% in 
prices.3/
2/ The difference arising from the two methods of calculation in 1977 is 
due to the sharp rise in the price index in December 1976. 1
3/ Indices calculated by CEPAL on the basis of information, supplied by >
...... ..the Subsecretaría Técnica de—Planificación Agropecuaria (SEAPLAN.).   .
4. The evolution pf domestic prices
v. /Table 11 .
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Table 11 




















Variation between annual averages 
7.9 15a 15.2
6.0 18.4 . 17.7























Source« Central Bank of tire Dominican Republic, Boletín Mensual . various issues. pltts information obtained directly; 
United Nations, HbntKLy Bulletin of Statistics, various issues.
a/ Corresponding■■■to the general obnsumer price index in Santo Domingo.
/5. Fiscal
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5. Fj&cal and monetary trends .
(a) Fiscal trends v
 Levels of avenue, and ccmsequently of government expenditure, have in
recent years been closely linked to revenue from sugar.
The exceptionally high revenue produced by the high price of sugar in 
1974 and 1975 was the main cause of thé 82% increase in current government 
income in those two years. Two-thirds of the rise of 290 million pesos in 
current income in that period was provided by the sugar industry through 
taxes op exports, domestic sales, company profits or simply through transfers 
to the Government from the State Sugar Council.
In addition, the surpluses produced by the sugar boom were used in 1975 
to set up the Budget Reserve, which accumulated 60 million pesos in its first 
year and 15 million more in 1976.
The sharp fall in sugar prices and the drop in revenue from sugar exports 
in 1976 led to a reduction of almost three quarters in revenue from èxport 
taxes and a decline of 11% in government income (see table 12).
In 1977 cwrent government income increased by 10$ "as a result" of 
improved exports of coffee and cocoa, which made.up for the drop in sugar 
exports. In addition, a progressive tax on exports of coffee and cocoa had 
been introduced in August 1975, and this enabled the Government to secure a 
larger proportion of the revenue from sales.
Between 1975 and 1977 taxes on external trade provided half of all tax 
revenue, taxes on domestic transactions involving goods and services 20%, 
and taxes on income and wealth the remaining 30%.
During the period 1973-1977 current expenditure increased by an average 
of 12.6% a year, despite a sharp drop in 1976. Expenditure on wages and 
salaries rose by 9% a year, i.e., less than domestic prices, which went up 
by 12% a year.
In contrast to what happened to current expenditure, capital expenditure 
has undergone considerable fluctuations in the past three years, so that by 
1977 it was 16% lower than in 1975.
/Table 12
Table 12
DOMINICAN REPUBLICS CENTRAL GOVERNMENT INCOME AND EXPENDITURE
Millions of pesos Growth rates
197% 1975 1976 1977 1975 1976 1977
Total income 521 657 584 629 26.1 -11.0 7.7
Current income 462 636 564 620 37.7 -11.3 9-9
„ Tax revenue 435 591 538 589 35.9 -9.0 9.5
Direct 112 142 126 26.8 , -1.4 -10.0
Goods and services 70 95 119 141 35.7 25.3 18.5
From taxes on.external trade 230 332 255 296 44.3 -23.2 16.1
Others 25 22 24 26 -4.3 9.1 8.3
Non-tax revalue 27 %5 26 31 66.7 -42.2 19.2
Extraordinary income 59, a 20 9 -64.4 -4.8 -55.0
Total expenditure 513 . 653 569 m 27.3 -12.9 8.8
Current expenditure 301 353 326 367 17.3 -7*6 , 12.6
Capital expenditure 212 300 243* 252 41.5 -19.0 3.7
Real investment 183 249 . 163 175 36.1 • -34,5 . 7.4
Amortization of the debt 9 8 14 16 -11.1 75.0 14.3
Transfers 20 43 66 61 115.0 53.5 -7.6
Fiscal surplus ■ 8 - 4 , 15 10
Sources: Central Bank of the Dominican Republic,, Bolctin Mensual. and information obtained directly« 
Academy of Sciences of the Dominieaih Republic, Eoonomia Dc«rini»«»*’ig76.
/About 55%
About 55% of public investment: in fixed capital is effected by the 
Government, the remainder by autonomous bodies and public enterprises. The 
public sector is'responsible for about,40% of total gross fixed investment.
■r Tsbie 13 indicates the aims w©f investment by the central Government 
in recent years, thé size of the allocations for construction of infrastructure 
and of housing and other buildings being noteworthy.
Each year the Government transfers part of its resources to autonomous 
institutions, which invest in specific sectors. In the past three years there
has been a marked increase in these transfers of capital.
The Government's capital expenditure has principally been financed in 
recent years from its own current and extraordinary resources derived from 
transfère from State enterprises and autonomous bodies, and from domestic 
credit. Since 1974 much less use has been made of foreign credit. However, 
the same cannot be said of the decentralized public institutions, as may be 
seen from, the rapid rise in the external public debt.
(b) Monetary trends
In 1977 there was substantial growth - of the order of 18% - in the
money supply, which contrasted with a very small increase of less than 1%
in 1976 (see table 14).
Because the growth of the means of-payment was beginning to spiral - it 
reached 38% in 1974 - and because of its influence in raising domestic prices, 
a restrictive monetary policy was introduced'in mid-1975 and controls were “ 
inposed on the money supply, in keeping Withthe essential needs of the 
economy. The results of these steps were felt in the same year: the rise
in the money supply dropped to 6% in 1975 and 1% in 1976, and in the latter 
year it was already possible to observe the effect of lower liquidity, combined 
with greater availability of goods, in the form of the slow-down in domestic 
price rises.
There was a return to substantial expansion in the means of payment in 
1977 as a result of a rise in the international reserves (after a decline 





DOMINICAN REPUBLICi MAIN ALLOCATIONS OF CAPITAL BÏ THE CENTRAL GOVERNMENT-/
(Millions of pesos)
-'■■■■... 1971-1973 ' T 1974 1975 1976
1977&/
Agriculture 10.9 28.8 33.4 28.9 24.9
Irrigation facilities 12.5 47.8 71’.8 21.0 ' •••
Transport and conmunications 37.3 29»1 0.4 38.6 13.4
Housing 13.6 19-5 36.2 40.0 a.9
Town planning and building' .','■„25.2 ... 32.1 32,6 . 24.5 , . 16.0
Supply of drinking water 10.5 13.4 20.3 22.6
Energy ' 5.1 17.3 3.9 2.8 • ••
Education ■ 8.5 12.1 8.7 13.4 5.3
Health 1.4 1.2 2.4 8.4 10.6
Total 125.0 201.3 211.7 2D0.2 • ••
Source« Compiled from data in various publications»
a/ Including direct investment by the central government and certain allocations through autonomous bodies.
The totals arc partial .totals and consequently do not coincide with investment and capital transfers by the 





DOMIHICAN REPUBLIC» HONETARï POSITION
' EndrFWr balapce (in millions of pesos) Growth rates
'.........  - . .. 497* 1975 1976 1977 1975 1976 1977
1« Honey 378 400 *03 *75 5.8 0.8 17.9
Currency outside banks 1*1 158 172 203 12.1 8.9 18.0
Demand deposits 237 2*2 231 272 2.1 -*.5 17.8
2. Factors of expansion 1 009 1 1*2 1179 1 378 13.2 3;2. - 16.9
Foreign assets (net) 9 32 -11 51 255.6 - /
Domestic credit 1 000 1 no 1 190 1 327 11.0 7.2 11.5
Government (net) 238 2*2 215 23* —6.2 -11.2 . 8.8
Official entities 68 68 62 100 - -8.8 61.3.
Agricultural bank 93 115 12* 1*2 23.7 7.8 1*.5
Private sector 581 685 789 851 17.9 15.2 7-9
3. Factors of absorption 631 7*2 776 m 17.6 *.6 : 16.*
QUasi-money
(savings and time deposits) 361 *67 48* 5*5 29.* 3.6 12.6
Other items (net) 270 275 292 358 1.9 6.2 22.6
Source» International Monetary Fund, International Financial Statistics, May 1978.
/In 1975
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In 1975 and 1976 there was a notable reduction in credit granted to the 
central government and public institutions. The substantial sums granted 
each year to the Agricultural Bank, on the. other hand, have continued to 
increase appreciably. . r . ,
Credit to the private, sector also continued to rise rapidly in 1975 
and 1976 (by 18 and 15%)„ demonstrating that the monetary restrictions 
applied in those years did not affect the financing of productive activities 
very much. In 1977, in,contrast#..credit to the private sector increased by 
only 8% - much more slowly than in the previous two years.
Finally, one of the effects of the growth in the money supply and in 
credit in 1977 was a renewed rise in domestic prices, although the important 
influence of irregularities in domestic supply - especially of food products - 
should not be ignored, in this connexion.
/SURIÜAME
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SURINAME
1. The overall picture
As from 1976, the gross domestic product (GDP), measured at current 
factor cost, is estimated to have risen by 12% over the 1975 level in nominal 
terms. This increase is attributable to the performance of the distribution, 
agricultural and government sectors.
Initial indications suggest that, in 1977, reductions in the output and 
earnings of the mining sector have had adverse effects on the growth of the 
GDP. This reduction in GDP growth acquired despite increases in the 
agricultural and government sectors.
External sector activity in 1976 was marked by an increased balance on 
merchandise trade, mainly due to lower imports and increased earnings from 
alumina exports, a lower deficit on balance-of-payments current account and 
a surplus on the capital account (see table 1). The overall impact of these 
factors was a surplus on the net balance of payments. The preliminary data 
for 1977, on the other hand, suggest that the net balance of payments was less 
favourable during that year, with an estimated deficit of Sf 33 million.1/
As regards internal activity it is notable that despite a rapid increase 
in the price index for the clothing and footwear group, there was a slight 
slowing down in the level of inflation in 1977.
Both a decline in the size of the labour force as a result of emigration, 
and an acute shortage of skilled and unskilled labour were still evident. In 
addition, the large disparity continued between the high wages in the mining 
sector compared with the general level of wages in other sectors.
Economic development policy has been increasingly geared to development 
of the national industrial productive machinery, with the main emphasis on 
geographical.decentralization, creation of more employment opportunities, 
narrowing the disparity in wages, and establishment of further links with 
neighbouring Caribbean countries. The programme for stimulating geographical 
decentralization began with the identification of eight major rural areas. In 
Western Suriname, the largest of these areas, major activities include bauxite 
mining, bauxite processing industries and general agricultural projects.
1/ In 1977 the official exchange rate was Sf 1.79 = US$ 1.0.
/T a b le  1
799
Table 1
SURINAM!: MAIN ECONOMIC INDICATORS
1972 1973 1974 1975 1976 1977a/
Basic economic indicators
Gross domestic product at factor oost
(millions of gilders atcurrent prices) 355 609 644 738 825 • ••
Population (thousands) 390 , 400 410 422 434 447
Per capita gross domestic product 
(gilders at current prices) 1 423 1 523 1 571 1749 1 901
. Growth rates
Short-run economic indicators
Gross domestic product (at current prices) 3.2 9.7 5,7 14.6 11.8 • ••
Per capita gross domestic product 
(at current prices) 0.3 7.0 3.2 11.3 8.9 • ••
Current value of experts of goods and services 3.7 . -1.7 . 53.2 3.0 -2.1 • ••
Current value of imports of goods and services 8.6 9.0 45.8 14.7 -5.1 »•«
Consumer price index 
Annual average variation 3.3 13.0 16.9 8.3 10.2 9.7
Money 5.0 28.9 5.2 20.5 17.5 6.4
Current income of.government 7.1 : -3.6 28.5 47.7 -4.2 9.9
Total expenditure of government . 5.3 13.6. - 1M 40.3 21.7 21.4
Fiscal deficit/total expenditure of government b/ 16.7 29.3 20.6 16.1 34.0 40.3
Millions of US dollars
External sector
Trade balance (goods and services) 32.8 14.0 14.6 -».8 15.6
Balance on current account -16.9 -27.6 -23.3 . -43.8 -34.8 • ••
Variation in net international reserves ' 9.9 18.5 6.8 23.7 18.6 • ••
a/ Preliminary figures, 
b/ Percentage.
/The construction
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The construction of a number of infrastructure projects, including a railroad 
linking the area with the more populated parts of the country, is already 
under way. The railroad will be used for the transport of raw materials and 
finished products. The decentralization plan envisages the development of the 
areas into self-sufficient communities.
Decentralization forms part of a wider programme of development for 
exploitation of the country's natural resources besides bauxite, (which could 
include nickel, uranium, iron ore and some oil), the encouragement of 
investment in industry, and an increase in the production of food.
2. Sectoral trends
(a) Agriculture
After mining, the agricultural sector has provided a larger percentage 
contribution to the GDP than any other productive sector (see table 2). 
Preliminary data for 1976 and 1977 indicate that there was an upward trend in 
the production of domestic crops.as well as in the area under commercial 
agricultural production. Rice and bananas, the major crops produced in the 
country experienced very favourable production conditions throughout the year. 
The volume of paddy reaped in 1977 increased by 15% over 1976 levels 
(see table 3). This increase may be attributed mainly to the expansion of the 
area under rice cultivation. The area planted grew by 3% in 1977, and there 
are indications that the acreage will continue to increase considerably over 
the next few years with a number of banana estates being converted to rice 
cultivation (see table 4). In addition there are plans to boost rice output 
by making the industry more mechanized.
During 1977, the production of plantains increased by 6% while the area 
dedicated to its cultivation increased by 24%. The plantain crop, however, is 
far less important than bananas, the latter comprising over 96% of the combined 
plantain-banana output. The overall acreage dedicated to banana cultivation, 
however, fell by 5% in 1977 and the production was marginally below the 1976 
output. These decreases resulted mainly from a shortage of labour and 
conversion of land to the more profitable cultivation of rice.
/Table 2
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Table 2
saRDBUE: GROSS 1XWESEE PRCWJCT, SX KIND CP ECONOfflC AT FACTOR COST
T.: l I’l'i. : .  - -v-̂ . ?  ••-•- «-• - ... ....... . . .. ....
. . . PercentageMillions of gilders t '• Growth ratesbreakdown _______
1975 1974 197%»/ 1970 1975 1974 1975
Subtotal goods 316
Agriculture, animal husbandry, fisheries 51




Subtotal basic services 56
Gas, water, electricity 16
Transport, communications 20
Subtotal other services 218




502 323 52.8 43.8 -4.4 7.0
62 T2 7.7 f 9.8 a .6 16.1
11 12 2.8 1.6 0.0 9-1
182 179 53.1 24.5 —8.1 -1.6
54 • 45 7.8 6.1 -22.7 32.4
15 15 1#* 2.0 8.3 15.4
56 50 5.0 6.8 0.0 38.9
15 18 2.6 2.4 -6.3 20.0
a 3? 2.4 4.3 5.0 52.4
291 347 36.8 47.0 33.5 19.2
125 .... 154 17,6 . 20.9 21.8 25.2
52 34 • • 4.6 6.5
136 159 19.2 ■21.5 16.2 16.9
15 18 5.4 2.4 -61.5 20.0
644 758 100.0 100.0 5.7 14.6Total 609
Source; CEPAL, on the basis of official data, 
a/ Preliminary figures.
/Table 3
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Table 3
SURXlUUGi INDICATORS OF AGRICULTURAI. PRODUCTION
Production 1974 1975 1976 1977
Growth rates
1975 1976 1977
Paddy rice a/ 162.4 174.8 172.5 198.8 7.6 -1.3 15.2
Maize £/ 195.0 • 565.0 152.0 «oe 89.1 -63w8 • oe
Peanuts a/ 1.0 2.5 1.7 • * • 130.0 -26.1 •  • •
Green vegetables a/ 2.0 2.2 1.1 • • • 10.0 -50.0 . . .
Plantain a/ 0.8 1.0 1.6 1.7 25.0 60.0 6.3
Bananas a/ 59.6 43.1 41.4 41.0 8.8 -3.9 ' -1.0
Sugar cane a/ 9.0 9.0 8.7 10.0 0.0 -3.3 14.9
Coconuts a/ 6.0 5.5 5.5 5.5 ■*8.3 0.0 0.0
Cocoa b/ 54.0 55.0 43.0 • • • 1.9 -21.8 • • •
Coffe Jb/ ‘ 91.0 88.0 76.0 •  • • -3.3 -13.6 oee
Palm oil a/ Owl 0.6 1.3 1.9 500.0 116.7 46.2
Source: CEPAL, on the basis of official data.
a/ Thousands of metric tons. 
y  Metric tons.
/Table 4
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Table 4
SURINAME: AREA UNDER CUITIVATION
Hectares Growth rates
1974 1975 1976 1977a/ 1975 1976 1977a/
Paddy rice 44 353 47 500 48 400 49 700 7.1 . 1.9 2.7
Maize 120 146 94 9 9 9 21.7 -35*6 9 9 9
Peanuts 238 371 402 ♦  9 9 55.9 8.4; '• 9 9 9
Peas 180 306 r 9 9 9 0 9 * 170.0 ■ 9 * 0 - 9 9 9
Green vegetables 310 302 326' 9 9 9 -2Jo 7.9 9 9 9
Plantain 139 124 201 ■ 250 ■ -10.8 62,1 24.4
Bananas 1910 1950 1 965 1 870 2.1 0.8 -4.8
Sugar cane 2 304 2 286 1 950 1 750 -0.8 -14.7 -10.3
Oranges 1 319 1 479 ‘ 1450 1 480 12.1 -2.0 2.1
Coconuts 1 200 1 105 1 100 1100 -7*9 -0.5 0.0
Cocoa 396 401 390 390 1.3 -2*7 0.0
Coffee 446 420 366 360 -6.3 -14.3 0.0
Oil palm 1 1 455 1 645 1710 1 880 14.6 4*0 9-9
Total 54 950 58 624 9 9 9 • •• 6.7 « 9 9 9 9 9




The palm-oil industry, which is highly mechanized and concentrated on 
large estates, has been growing since 1974, both in acreage and production.
The output, for 1977 represents an increase of 46% over 1976, and the area 
under cultivation has increased by 10%.
Indicators show that there has been a substantial decrease - 10% - in 
the area dedicated to sugar, one of the country’s traditional crops. Since 
1974, tàiat area has shrunk by 24%. Despite this trend, there are plans to 
keep at least 5,000 hectares under sugar cultivation in order to meet the 
needs of local consumption and for export to the European Economic Community 
(EEC) countries. The output of sugar cane for 1977 grew.by 15%. The serious 
shortage of unskilled labour has adversely affected the operations of all 
traditional crops including cocoa, coffee and sugar industries despite the 
importation of unskilled labour from Haiti, Guyana and other Caribbean 
countries. Unfortunately, no information is available on the production of, 
cocoa and coffee.
In contrast, the preliminary data for domestic food crops show 
substantial increases in output, reflecting favourable production conditions, 
and increases of acreage under commercial production during the last few years.
In addition, there was a notable increase in livestock population 
during 1977 with poultry rising by 75%. Overall, these developments reflect 
the general thrust in the diversification of the agricultural sector toward 
improved production of domestic food crops and a movement away from dependency 
on the traditional export crops.
In 1977, the Government increased its capital and current expenditure on 
agriculture with the object of creating more jobs and providing better physical 
amenities in the rural agricultural areas. A further aspect of this policy 
has been the establishment of minimum wage levels, in the expectation that 
this would be an incentive to those engaged in agriculture.
(b) Mining
The mining sector is dominated by the extraction of bauxite and its 
processing into alumina and aluminium. There is also some mining of gold.
The nominal growth rate of the sector was negative during both 1974 and 1975 
(see table 2). As a result, the contribution of the sector to the GDP declined 
during both these years. The overall percentage contribution in 1975 was 
considerably below the 1970 figure.
/The fa llin g
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The falling contribution of the sector resulted from reductions in 
both the volume and world price of bauxite. Bauxite production has dropped 
by 50% since 1974 while the production of alumina has fallen by 25%
(see table 5). Preliminary data for the first three-quarters of 1977 would 
seem to indicate a further decline for bauxite. There are signs, however, 
that the growth rate of the production of alumina and aluminium maintained the 
levels achieved in 1976.
Since the processing of bauxite into alumina and aluminium began in 
1966 there has been a steady reduction in the annual level of bauxite exports. 
Approximately 51% of the total production of bauxite is now exported, the 
remainder being retained for processing. Up to 1976 less than 10% of the 
annual output of alumina, a product derived from bauxite, was retained for 
smelting into aluminium, and only 6% of the aluminium was retained for use 
in local industries. There are however, some indications of a trend towards 
the retention of larger proportions of alumina and aluminum for local use.
Mining, already the leading sector in the economy, is being further 
expanded by government action to accelerate development in Western Suriname, 
where there are large deposits of bauxite and other mineral ores. Additional 
infrastructure being provided include a second hydroelectric power plant, and 
a 200-mile railroad for linking the mining and smelting industries to Apoera 
from where the finished and semi-finished products would be exported.
(c) Forestry
Although Suriname has an abundant supply of high quality commercial 
timber, the production of timber and other forest products has so far played 
a minor role in the economy. In 1975, such products contributed only 2% of 
the GDP (see table 2). Nevertheless, over 80% of the country is under 
tropical rain forest. Available data suggest an increasing use of the 
commodity for fuelwood and charcoal. The production of sawnwood, sleepers and 
plywood also increased in 1976 (see table 6). The production of timber is 
conducted under joint-ventures between the Government and private companies.
/Table 5
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Table 5
SURINAME: INDICATORS OF MINING PRODUCTION
• • • m m rnm • in ».».—;»■ ».«.».» « « m  ■-*. I ■ ■■■■■ NI ■ ...̂  ■■■   ■»■■■•■**, i 11» Wj«———a
Millions of metric tons Growth rates '
1974 1975 1976 1977a/ 1975 1976 1977
Bauxite 6 .9  4 .7  4.6" 3 .5 -3 1 .9  -2 .1  . . .
A liadna i . 2  1 .1  ' 1 .2  0 .9  -8 .3  9*1
Altmdnium b / 57.0 34.7 45.9 57.0 -39^1 K .3  . . .
Source: CEPAL, on the basis of official data.
a/ January - September, 
b/ Thousands of metric tons.
/Table 6
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(d) Manufacturing and construction
Available data on manufacturing for the first three-quarters of 1977 
suggest higher production levels for most of the industries (see table 7). 
Cement has shown considerable improvement in the first three-quarters of 1977. 
Output of shoes rose more than 20%, and production of soap powder by 5%, while 
most other items showed marginal improvements. Similarly, there are signs too 
of higher production in the agro-industries during the period under review, 
with increases in the output of flour and cattle fodder. "
As regards the construction sector, overall expansion has been hampered 
by low capacity in the cement and other related industries, and shortage of 
skilled and unskilled manpower. Demand has grown with the need for public 
and private housing and construction work on development projects.
(e) Energy
A relatively large proportion of the country’s energy comes from 
hydroelectric sources, the main supplies for domestic, commercial and 
industrial use being electricity and gas.
Over the 1973 to 1976 period there was a decline in the supply of gas 
to urban areas (see table 8). In 1976 the gas supply fell by 55% compared 
with 1975. However, the preliminary figures for the first three-quarters of 
1977 indicate a sharp increase in level.
The data in table 8 show that there are also substantial increases in 
the supply of electricity, by both the public and the private sector during 
1977. The supply of public electricity rose considerably in the first three- 
quarters of 1977, to a level which is 114% more than the amount supplied in
1976. Private electricity supplies at the end of three-quarters of 1977 were 
10% higher than the all-year supply for 1976.
/Table 7
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Table 7
SURINAM:: DMCATCRS OP KAHUFACTURING PKOTCTIPH
1974 1975 1976 1977a/
Growth rates
1975 1976 1977
Shoes b/ 253 292 • •fc . . 285 26.3 ••• 21.3o/
Carton boxes d/ 2.6 2.2 2.8 2.7 -15.4 27.3 • ••
Matches d/ 7.4 5.1 1.6 • •• 31.1 -68.6
Soap powder #/ 805 8 » 738 1 006 11.2 -17.5
Methylated spirits f/ 200 178 154 soey -11.0 -13.5 •••
Cement y 33.8 34.7 51.0 30.4 2.7 47.0
Qow y y *•2 ••• -75.0 *•«
Sonrce: CEPAL, on the basis of offioial data»
a/ Preliminary figures, 
b/ Thousands of pairs.
0/ January - June, 
d/ Millions, 
e/ Thousands of tons. 
f j  Thousands of litres, 
j/ January - September. 
y  Thousands of kg.
/Table 8
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Table a





Gas (tow) 1 000 m5 3948 2 878 1 789 1 120 903 578
Electricity
(private
generators) mis KWH 1 368 1 121 1 213 1 292 1 517 1 330
Electricity
(public
generators) mis KWH 76 80 58 68 96 124
Source» CEPAL, on the basis of official data.
a/ Preliminary figures.
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Although the current account balance was again in deficit, the external 
sector was not a serious constraint on the economy owing to the favourable 
capital movement. The notable features in the balance-of-payments accounts 
for 1975 and 1976 were the continued surplus on the merchandise trade account, 
the substantial surplus on the capital account and the significant surplus on 
the total account for both periods.
(a) The current account
The general pattern in the last two years has been a reduction in the 
value of .merchandise trade, both imports and exports, resulting in a moderate 
surplus balance. The absolute value of exports fell 2% in 1976, and the level 
of imports fell by about 5%. The increased surplus in 1976 was mainly the 
result of increased earnings of alumina, and aluminium. These two products plus 
bauxite contribute about 79% of total exports earnings (see table 9). Other 
important exports include agricultural products, such as rice, shrimp, bananas, 
and wood and wood products. The export value o£ shrimp has increased by about
50% over the last four years* .
Full data for 1976 and 1977 are not available but the summary reflects
a fall in the level of imports in 1976, and indications are that this extended
into 1977, with little significant change in composition (raw materials, 
consumer and investment goods, and fuels and lubricants).
Large outflows of investment income remain the major factor contributing 
to the substantial deficit on invisibles in the current account (see table 10). 
In addition, government transfers, normally on surplus, went into deficit by 
1976, and further deficits were incurred in foreign travel, transport and 
insurance, and other private remittances.
(b) The capital account
The balance on the capital account continues to show a surplus, although 
the levels in 1976 and 1977 were lower than in 1975. The capital account 
surplus fell by 30% in 1976, a trend which continued into 1977. The main factor 
was that in 1975 there was a net inflow of private capital which changed to a 
net outflow in 1976.
3 . The ex te rn a l s e c to r
/Table 9
-  812 -
Table 9
SURINAME: EXPORTS OF GOODS
Millions of dollars (FOB) Percentagebreakdown Growth rates
1974 1975 1976 1970 1977a/ 1975 1976
Bauxite, mining and 
processing 203.9MWHWI 189.4 212.9 86.9 79.0 -7.1 12.4
Bauxite 71.1 49.5 47.2 25.7 17.5 -30.4 -4 .6
Alumina » .1 118.0 129.6 46.3 48JL 24.1 9.8
Aluminiim 27.7 21.9 36.1 14.9 13.4 -41.9 64.8
Agricultural products 21.7 31.3 28.6 4.1 10.6 44.2 -8.6
Rice 11.9 18.3 15.0 2.7 5.6 53.7 -18.0
Bananas, plantains 2.6 3.4 3.6 1.4 1.3 30.8 5.91
Shrimp 7.2 9.6 KM) - 3.7 33.3 4.2
Wood and wood products 6.7 6.5 7.1 2.7 2*6 -3 .0 9.2
Others 3Wi 48.0 2P.8 6.3 7.7 37.9 -56.7
Total 267.3 275.2 100.0 100.0 3.0 -2.1
Source: CEPAL, on the basis of official data.
a/ Preliminary figures. ,
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table 10 
SURMAHE» BAIANCE OP FAMBHTS 
(Millions of dollars)
1972 1973 1974 1975 1976
Current account
Merchandise trade 40.6 26.4 40.1 14.1 21.7
transport and insurance -0.5 -1.7 -4.9 -11.3 -0.8
Foreign travel -7.3 -10.7 -20.6 -26.6 -5.3
Salaries and pensions -1.9 -2.1 —2.6 -4.4 1.7
Other private remittances -4.6 -4.9 -18.0 -10.9 -5.1
Government transfers 4.6 5.2 8.3 5.8 -10.8
Investment incase -47.2 -39.2 -24.6 -11.8 -».4
Son-monetary gold -0.7 -0.6 . -0.8 -0.8 -0.8
Balance on current account -16.9 -27.6 -23.3 -45.8 -34.8
Capital account
Private capital 4.4 27.6 0.4 39.3 -31.1
Migration and private grants -1*0 -0.8 -1.5 -1.9 -
Government grants 12.9 13.6 22.9 179.0 89.1
Government loans received 18.5 8.6 12.5 13-9 -
Repayment of government loans -1.3 -3.1 -3.3 -151.4 -1.0
Other government capital -6^ -1.7 -1.0 1.6 -1.5
Balance on capital account 26.8 44.3 29.3 80.4 55.5
Balance on total account 9.9 16.7 6.1 34.6 20.7
Balances items: Increase (•*•) 
decrease 
Monetary gold -3.1
Net official foreign exchange 9.9 18.5 6.8 23.7 18.6
Foreign exchange held by 
oooraercial banks -0.1 !.3 -0.7 10.9 2*1
Source» CEPAL, on the basis of official data*
/Government g ra n ts ,
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Government grants, which consist mainly of the Government of the 
Netherlands' bilateral aid to Suriname, have been the only credit in the 
capital account showing a consistent positive balance. Nevertheless that 
item fell by 50% in 1976 owing principally to disagreement with the 
Netherlands over the capital spending plans of the Government (see below).
The estimated deficit on the total account of the balance of payments 
for 1977 has been attributed to falling inflows of government grants and 
larger deficits on the current account due to lower export earnings. In
previous years, 1974 and 1975, the surplus on the balance of payments was
enhanced by the bauxite levy, but during 1976 and 1977 the revenues from 
this source fell Considerably, when the levy was revised.
The apparently unfavourable turn in the balance of payments is also 
reflected in the decrease in official net foreign exchange. Provisional 
estimates for 1977 show a further estimated decrease of 21% in reserve 
holdings.
4. Prices, labour supply and wages
The consumer price index in 1977 showed an increase of just under
10% which was slightly below the 10.2% rise experienced in 1976 (see table 11). 
The pattern and annual rate of change for most categories of items were not 
much different from the previous year.
Clothing and footwear prices rose 21% in 1977, while food and beverages 
as well as housing categories had more moderate increases.
An active policy of price controls on food items has been maintained 
by the Government, and accounts for the relative stability in food prices.
The mechanism of setting maximum prices for a wide range of commodities is 
combined with assuring a regular supply of a number of commodities including 
rice. The Central Import Office of Suriname (CIS) ensures the supply of 
imported products at controlled prices.
Definitive employment data are unavailable but indicators reflect a 
continued decline in the level of the labour force. Estimates of the labour 
force for 1975 and 1976 show decreases of 1% and 8% for the two respective 
years, which reflect continued emigration, mainly to the Netherlands.
/Table 11
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Table H
SURINAME» EVOLUTION OF DOMESTIC PRICES
1972 1973 1974 1975 1976 1977a/
Consumer price index 3.3 13.0 16.9 8.3 10.2 9.7
Food, beverages W > , 22.5 16.8 7.4 9.9 7.3
Housing . 3Jt 3.5 23.9, 8 ^ 6.8 7.5
Clothing 0.4 20.9 12.5 22.9 18,0 21.P
OUter : 3*B, • . !*8 12.7 8.3 10.2 10.5
Source» CEPAL, on the basis of official data, 
a/ Preliminary figures.
/.Most marked
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Most marked is the acute shortage of unskilled labour in the 
agricultural sector. In recent years, this need has been partially met by 
importation of labour from Haiti, Guyana and other small countries of the 
Caribbean, in order to harvest sugar cane and bananas. The fall in the labour 
supply in the agricultural sector is due not only to emigration, but also to 
out migration to urban areas, the expansion of the Government as a labour 
recruiting unit, and the more lucrative employment in the mining and 
manufacturing sectors.
The, available qualitative information suggests that the lag in the rise 
of wages as against the rise in prices has narrowed somewhat, particularly 
for skilled categories of workers. Further, the level of wages in the bauxite 
industry which has traditionally been significantly higher than in all the 
other broad economic sectors, has continued to rise, thus increasing the gap 
between wages in the mining sector and in the other economic sectors. Wages 
in all other sectors are higher than those in agriculture, and this 
stimulated government policy on the establishment of minimum wage levels for 
agriculture.
5* Monetary and fiscal policy
(a) Monetary policy
Selected statistics show a somewhat more moderate increase in the money 
supply during 1977 (6%) compared with the increase experienced in 1976 
(see table 12). Money supply indicators show a steady decline since 1975.
The 1977 reduction may be attributed more to a fall in net international 
reserves than to restraint in the creation of domestic credit. In fact, 
domestic credit rose by 50% in 1977, faster than in any other year of the 
1970s. The major component of domestic credit went to the private sector, the 
government sector absorbing only 22% of such credit in 1977. Nevertheless 
it was the government sector which showed a huge increase (2,496%). This jump 
may be explained by the dispute between the Netherlands, and the Suriname 
Government. Disagreements over the possibility of the development of the 
Western Suriname bauxite fields resulted in limitations on the use of the 
Netherlands’ aid contribution and may have forced the Government to turn to 
domestic financing sources.
/Table 12
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Table 12
SURINA*» MONETARY POSITION
Balance at end of Growth rates
1974 1975 1976 1975®/ 1975. 1976 ..._19ZS/
1. Ebney 140.0 168.7 198.3 211-0 20.5 17.5 M
Currenoy outside banks 78^ 88.6 110.1 116*8 12^ 24.3 6.1
Demand deposits 59.8 77.7 87.5 92.0 29.9 12.6 5.1
2. Factors of expansion 312.0 376.7 464.1 536.8 20.7 23.2 15.7
Foreign assets (net) 143.6 205.2 242.2 203.9 42.9 18.0 -15.8
Domestic credit 166.4 171.5 221.9 322.9 1.8 29.4 50.0
Claims on government (net) 13.9 8.7 2.5 64.9 -37.4 -71.3 2 496.0
Claims on official entities 4.8 5.4 10.8 11.3 12.5 100.0 4.6
Claims on private sector 149.8 157.4 208.7 256.7 5.1 32.6 23.0
3» Factors of absorption 171.9 208.1 265.8 305.8 21.1 27.7 15.0
Gnasi-ooney
(savings and time deposits) 107.1 124.5 173.2 223.5 16.2 39.1 29.0
lone-term foreign borrowing 7.4 7.4 8.9 6.3 0.0 20.3 -29-2
Other items (net) 57.4 76.2 63.7 76.0 32.8 9.8 14.7
Source» International Monetary Fond, International Financial Statistics. 
a/ Preliminary figures.
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Loans and advances of commercial banks went up by 19% in 1977, with 
the major portion going to the service sector, mainly to commerce and 
services (including building loans) (see table 13). Although there was a 
20% increase in the level of loans to the productive sectors for 1977, its 
percentage contribution to the total loans and advances showed only a 
nominal increase from 1976.
The manufacturing sector received about 10% of the total loans and 
advances. The only other productive sectors to receive any substantial loans 
were mining and agriculture; but it is significant that the level of loans 
to agriculture grew by about 52% over the 1976 level; while the manufacturing 
and mining sectors showed only nominal increases.
Commerce remains the most important single sector in the loans and 
advances portfolio of the commercial banks. In 1977 this sector received 
31% of the total loans, while other services (including building loans), the 
second largest, received loans amounting to 24% of the total loans and > 
advances.
The system of credit ceilings remained in effect with the level of 
credit being closely monitored by the Central Bank. The interest rates 
during 1977 have shown only moderate increases and the banks continued to 
remain relatively liquid.
(b) Fiscal policy
The officially estimated government revenue for 1977 increased by 10% 
over 1976 levels (see table 14). This was mainly due to increases in income, 
taxes and import duties. It is estimated that there was an overall increase 
of 16% in the total tax revenues for 1977. There was a considerable decline 
in the revenue from the bauxite levy, with the reduction in exports of raw 
and processed bauxite. Also, the level of non-tax revenue fell by 18%.
This is a reverse from 45% increase experienced in 1976. Most of capital 
expenditure was financed by development funds from the Netherland Government.
/Table 13
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Source; CEPAL, on the basis of official data, 
a/ Preliminary figures.
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Table 14
SURINAM» Cmmi CKKERNMBNT INCOM AND ¿XPENDOTRB
197% 1975 1976 1977
Growth rates
1975 1976 1977
1. Current inooae 
Taxrevenoe
2» Current expenditure 
Wages and salaries 
Transfers
3. Saving on current account (1-2)
4. Capital expenditure 
Investment
5« Total expenditure (2+4)
6. Fiscal deficit (or surplus) (1-5)
















































































































Source» CERA1, on the basis of official data.
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Despite the agreement of the Netherlands Government to supply over 
Sf 1.5 billion in financial aid for. the. next dècade and a half, the 
Government is still faced with the problem of having to arrange its own 
funding. Revenue foregone as the Result of fiscal incentives which provide 
for exemption from taxes and duties, combined with, slow growth of export 
earnings from the main products, results in additional, pressure to find 
capital for investment. These circumstances stimulated the introduction of 
the Bauxite Levy in 1974, but it has been showing lower rates of rieturn than 
anticipated.2/
The public debt continues to fall from its 1974 level. In the.period 
under review there was a moderate decline fresa 1976 (7%). Since 1975 domestic 
sources of debt financing have become more important than external financing 
(see table 14). In 1974 the external debt was 87% ofthe total public debt, 
but this source fell to only 25% of the total in 1977. Both external and 
internal debts decreased in 1977 by 10% and 6% respectively. The substantial 
decline in the external debts from 1975 to 1977 was the result of the 
cancellation of debts owing to the Netherlands Government.
Estimated total expenditures grew by £2% in 1976 and. 21% in 1977. Wages 
and salaries continue to dominate the current expenditure, with official 
estimates for 1977 showing an increase of 46% over. 1976 levels. This is 
about 60% of the total current expenditure. There was a considerably overall 
reduction in the current expenditure of transfer payments.
Fixed investment continues to account for a JLarge portion of capital 
expenditure, having increased its share position from 78% in 1976 to 80% in
1977. This represents an absolute change of 13%. .¡Expenditures on- surveys .and 
research, and on financial investments, rose substantially duping the period 
(by approximately 12% and 75% respectively). The latter type of investment 
is of increasing ¡importance, while the expenditure on capital transfers fell 
by 54%. ’ ' .
In terms of functional classification, 38% of the Government's total 
current and capital expenditure was spent on utilities and infrastructure, 
while 26% of the total expenditure was absorbed by the social, services. This 
represents changes of 15 and 19% from 1976 in the estimated expenditure.
2/ The levy is calculated using a price formula based on bauxite and 
bauxite equivalents of alumina and aluminium exported and a fixed 
percentage of 6% of the world market price of aluminium but not less 
than US$ 0.35 per pound.
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TRINIDAD AND TOBAGO
1. The overall picture .
Preliminary estimates for gross domestic product show a nominal rise 
of 17% in 1977. Given that prices rose on average by slightly less than 12% 
during the year, real growth appears to have approximated the respectable 5% 
rate of expansion achieved in 1976 (see table 1).
The petroleum sector continued to be the principal source of growth 
- and prosperity. Crude production more than recovered from the damage generated 
by last year’s fire at some offshore wells, while recent natural gas finds 
are reported to be substantial. Other sources of growth in 1977 were finance, 
insurance and real estate. Manufacturing, while very active at the beginning 
of the year, later showed signs of slackening, in part because exports were 
limited by import restrictions imposed by externally weak partners in the 
Caribbean Community and Common Market (CARICOM). Expansion of construction 
activity continued to be handicapped by shortages of inputs and high costs.
The performance of the agricultural sector was mixed• output of coffee and 
cocoa and of borne domestic crops increased significantly, but production of 
sugar, the principal export crop, underwent a sharp decline.
While Trinidad has enjoyed unprecedented economic growth since 1974 it 
appears that gains have been concentrated in sectors which do not easily 
absorb labour. This may be one reason why Trinidad’s chronically high rate 
of unemployment has shown little improvement, 1977 marked the first year since 
the "oil boom” in which the rate of unemployment actually declined, albeit 
marginally (from 15% to 14%).
The impact of high world petroleum prices on the economy is most clearly 
manifest In the balance of payments. As seen in table 1, large current account 
surpluses have been recorded, as export earnings have been far in excess of 
import requirements. In 1977 the current account surplus actually rose by 66%, 
which is counter to trends for other petroleum exporters of the region.
/Table 1
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Table 1
TRINIDAD AND TOBAGOI MAIN ECONOMIC INDICATORS
1972 ■ 1973 1974 1975 1976 197^/
Basic economic indicators
Gross domestic product at factor cost
(millions of US dollars at 1970 prices) 893 963 1 198 1 336 1 400a/
Population (millions) 0.98 0.99 1.00 1.01 1.02~ 1.03
Per capita gross domestic product 
(US dollars at 1970 prices) 914 976 1 200 1 324 1 373a/ • ••
Short-run economic indicators 
Gross domestic product b/.
Growth rates 
5.2 7.9 24.3 11.5 4.8a/ 90«
Per capita gross domestic produot . 6,8 23.0 10.3 3.7a/ • ••
Terms of trade -9.6 16.2 34.5 -1.6 1.0" -0.9
Current value of exports of goods and' 
services 12.8 26.1 159.8 -11.9 . 22,0 ■0.9
Current value of imports of goods and 
services 14.0 4.5 123.6 -17.5 32,6 —8.0
Consumer price index 
December - December 8.0 24.4 18.6 13.4 12.0 11.4
Variation between annual averages 9.3 14.8 22.0 17.0 10.5 11.8
Money 17.8 1.4 29.0 ,48.4 46.5 25.3
Wages and salaries c/ 12.9 10.4 11*9 28.5 21.7 11.7
Rate of unemployment ... 15.0 15.0 16.0 15.6 14.1
Current inooae of government 15.1 .18.2 136.5 16.5 19.0 43.5
Total expenditure ef government 19.0 3.7 57.0 31.4 31.0 4.6
Fiscal surplus/total expenditure of 
government 9.7d/ 3.0 55.2 37.5 24*9 71.3
External sector
Trade balance (goods and services)
Millions of OS dollars 
-89 70 500 ' 551 499 646
Balance on current account -155 -19 280 313 223 370
Variation in net international reserves -13 -7 335 509 261 4 «
External debt e f 114 141 155 150 99 9*9
a/ Preliminary figures subject to revision, 
b/ Based on unrounded data.
o f Nominal minimum wage for manual workers in all industries, 
d/ Deficit.
e/ Disbursed publio and publicly-guaranted debt at end of period.
/Underlying the
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Underlying the enlargement of the surplus was an 8% decline in the value 
of imports, brought on by reduced purchases of crude oil for processing in 
local refineries. Export earnings on the other hand remained relatively stable, 
as lower volume was almost offset by higher unit prices. Focusing exclusively 
on petroleum exports, which account for 90% of the total, shipments of crude 
were about 11% higher than the year Jbefore, while the volume of refined 
products exported fell by about 15%j, on the other hand, average export prices 
for all petroleum products were about 9% higher.
Since 1974 current account surpluses have been supplemented by significant 
net inflows of capital, largely connected with private transactions. Thus the< 
overall balance of payments has shown even larger surpluses; in 1977 the surplus 
was almost 470 million dollars, close to double that recorded in. 1976. The 
accumulated surplus for 1974-1977 is 1.6 billion dollars (see table 1).
This accumulation of foreign resources, large by any Standard, becomes 
even more impressive when one considers that the nation's total population 
barely exceeds 1 million. Indeed, the country's stock of 1.5 billion dollars 
in gross international reserves at the end of 1977 represented the highest 
reserves balance in per capita terms in the whole of Latin America. .
The Government managed to keep the lid on consumer prices in 1977, as 
the average increase of 12% was about in line with stated objectives and only 
slightly higher than the pride rise in 1976.
While inflation remains considerable for Trinidad, holding the line on 
prices is no small achievement given the fast rate of growth of the means of 
payment in recent years. In 1977, the Government expressed particular concern 
about the amount of liquidity in the monetary system and focused attention on 
control*of- domestic financial resources, with emphasis on the supply of money. 
The policy took some effect as the rate of expansion of money, although still 
high at 25%, was roughly half that experienced in 1975-^1976. Other measures 
employed to hold down the rise in prices have been a relative degree of fiscal 
restraint, extensive use of price controls and subsidies, incentives to boost 
domestic output and easier access to imports.
/P a r t i a l  data
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Partial data on worker remuneration suggest that wage adjustments in 
19,77 slowed down in line with the lower rate of domestic inflation (see 
table 1). While the increase in 1977 was roughly on a par with ’the raté of 
price increases, adjustments in previous years appear to have resulted in 
significant real gains for workers. :
As far as the fiscal accounts are concerned, in 1977 there was evidence
that the Government was attempting further to control the inflationary 
impact of the budget. While revenues increased by 44%, expenditure growth
was held back to 5%, which represents a decline in real terms. In preceding
years the budget was clearly expansionary, notwithstanding efforts at restraint 
that are' manifest in the large fiscal surpluses recorded in 1974-1976 (see 
table 1). The expenditure restraint in 1977; coupled with the notable growth 
in revenue, caused the fiscal surplus to swell to record proportions and rèach 
the equivalent of over 70% of expenditure.
With regard to government development policy, since the rise in oil 
prices in late 1973 the authorities have had to cope with the totally 
unaccustomed phenomenon of à massivte influx of foreign exchange receipts.
The policy response appears to be focused on striking a balance among three 
basic objectivesî (i) immediate enhancement of employment opportunities and 
social well-being while (ii) minimizing inflatioti ; and -(iii) ensuring that an 
adequate amount Of resources is channelled into productive investment that 
will diversify the economy and provide long-term growth in income and employment. 
Clear strategies have eVoïvéd to accomplish these .goals.
A significant amount of the receipts for petroleum have entered the 
domestic income stream* with the’ central government being a major channelling 
agent. This, in turn, has stimulated economic activity and presumably 
employment. However, as already noted, the rate of unemployment has remained 
very high, partly because growth has lagged in labour intensive sectors, but 
also because employment bottlenecks have developed owing to the low skill 
leVel of much of the work force. To tackle the latter problem, the Government 
has taken direct and specific measures; attention has been given to increasing 
or updating the skill level of the work force through the sponsorship of 
vocational schools, training camps, and apprenticeship programmes.
/In  an
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In an effort to improve the quality of life, the Government has also 
placed considerable emphasis on expanding and improving social services, health 
facilities, education, and upkeep of public institutes and areas. Of t
particular interest are the school-bqilding programmes at the secondary level, 
and programmes for road extension and increased access to water. Also worthy 
of note are reductions in personal income taxes for individuals in lower 
income brackets and increased allowances for medical expenses.
While providing immediate benefits to its citizens, the Government has 
attempted to minimize inflation by withholding a large part of its petroleum 
wealth from the economy through the generation of fiscal surpluses. Also* in 
1977 it showed much greater restraint with expenditures. And as already noted, 
prices have been held down through the use of direct controls and/or subsidies 
as well as incentives designed to increase the local supply of goods and 
services.
The Government plans to invest its surplus income in an ambitious 
industrial development programme which centres on exploitation of Trinidad's 
natural resource base. Energy-intensive projects in steel,, aluminum, , 
fertilizers, petrochemicals, to name just a few, are in the planning or 
implementation stage, often in co-operation with foreign transnational 
corporations. Much of t:he output is destined ;for export. There has also 
been some discussion of development of a local capital goods sector.
Finally, it is worth noting that the country's investment plans appear 
to make good use of available energy resources, but it remains to be seen 
whether this essentially capital-intensive programme will be sufficient to 
eliminate the country's chronic unemployment problem. If unemployment is to 
be eradicated, similarly intensive, planning and investment may also be needed 
for more labour-intensive activities such as agriculture.
/ 2 .  S ecto ral
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2. Sectoral trends
For a. number of years Trinidad has been developing a new national 
^cdounts system. Ths ipesults of-l^his-work. appeared' 'ia -1.977, as preliminary 
GDP estimates were published for the period 196^-1976.1/ Included are : 
estimates for the product in real terms, a sectoral breakdown of which 
is presented in table 2 for the years 1972-1976. Before proceeding to 
analyse economic events in 1977, it would be useful briefly to review these 
preliminary data for growth trends in the recent past.
Estimates.reveal that, most of Trinidad's recent growth in real terms 
has been attributable to the petroleum sector and that,the domestic economy 
as a whole has yet to display the dynamism that one might expect from an 
oil wealthy country. Overall growth for the economy during 1973-1976 , 
averaged nearly 12% per annum; however, in the absence of the petroleum 
sector, real growth-averaged less than 1% per annum; if'sub-periods are 
considered, the averages were a negative 2.1% for 1973-197*+ and 3.5% for ... 
1975-1976.
During 1973-197*+, the only non-oil sectors to show any dynamism were 
finance, insurance, and real ;estate, which expanded on average by roughly 
10% per annum (probably on the strength of the growing financial liquidity 
generated by the petroleum sector) and miscellaneous activities which 
increased by 7.1% per annum. The real activity of the rest of the non-oil 
economy tended to either decline or show marginal growth.
Despite tha relatively modest overall growth in the non-oil economy 
in 1974-1975, there was some evidence of increased dynamism. There was a ‘ 
recovery in agricultural product (average growth of 10% per annum), higher 
volume in manufacturing (9%), expansion of the electricity sector (17%), 
accelerated growth of finance (19%), and expansion of government (4%) and 
miscellaneous activities (7%). These gains, while significant, were offset 
to a large degree by declines in the important construction, transport and 
communications and distribution sectors (see table 2).
1/ It should be noted that the preliminary estimates for petroleum 
are currently under revision because they have been found to 
overstate the sector's contribution to the product.
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TRIKIDAD AND TOBAGO! GROSS DOMESTIC PRODUCT, BY KIND OF ECONOMIC ACTIVITY, AT FACTOR COST
Table 2
Millions of Trinidad and Tobago Percentage
y Growth rates g f
1972 1973 1974 1975^ 1976^ 1970 1976^ 1973 1974 1 9 7 ^ 1976^
Export agriculture 11 8 8 12 8 0.8 0.3 -27.7 3.7 40.5 -33.1
Domestic agriculture » 49 : 44 48 47 2.2 . 1.7 25.8 -10.5 9<>6 -1.5
Sugar c f 38 26 24 41 2.9 1.5 -43.0 -31.1 -11.0 72.8
Subtotal 117 95 78 84 9S 5.9 3.5 -18.8 -17.6 6.0 15.0
Petroleum d/e/ 374 543 1 044 1 268 1 353 22.3 48.3 44.9 92.4 21.4 6.8
Manufacturing i f 177 174 177 186 209 9*3 7.5 -1.4 1.3 5.5 12.3
Construction 141 137 157 145 131 5.9 4.7 -3.0 0.1 5.2 -9.6
Subtotal goods 810 949 1 436 1 685 1 789 43.4 64.0 17.2 51.3 17.1 6.4
Electricity add water 41 40 51 39 43 2.0 1.5 -2.7 -20.5 25.5 8.6
Transport, storage and
communications 254 243 250 211 14.8 7.6 —4.1 2.8 -14.0 -1.7
Subtotal basic services 294 283 281 254 254 16.8 9.1 -5.9 -0.5 -9.6 -
Finance, insurance end real state 144 154 176 241 248 8.6 8.9 7.2 13.9 57.3 2.8
Distribution of services 246 225 193 173 164 15.6 5.9 -8.7 -13.9 -10.6 -5.0
Government 164 177 165 . 167 178 8.4 6.3 7.7 -7.5 2.4 6.2
Miscellaneous g j 127 140 146 154 167 7.4 6.0 10.0 4.0 6.2 8.4
Subtotal other services 681 695 678 735 757 40.0 27.1 2.1 -2.5 8.6 2.9
Product, excluding petroleum 1 412 1 384 1 351 1 404 1 447 77.7 51.7 -1.9 1 IV) • . 3.9 3.0
Total gross domestic product 1 786 1 927 2 395 2 672 2 800 100.0 100.0 24.3 11.5 4.8
Source« Central Statistical Office, The Gross Domestic Product of the Republic of Trinidad and Tobago« 1966-1976.
a/ Preliminary figures subject to revision, 
b/ Calculated on the basis of unrounded data, 
c/ Includes refining and destination, 
d/ Includes refining, marketing and petrochemicals.
e/ Official estimates for petroleum’s contribution to GDP are overstated by some undisclosed amount and are currently 
being revised, 
f/ Includes quarring.
g j Includes hotel, education and personal services.
/As noted
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As noted earlier, preliminary information suggests that overall real 
growth in 1977 approximated the 5# rate achieved in 197*6. However, once again 
-•petroieummras the principal source of dynamism. A setback appears to have 
taken pl^ce in 4griéultiâ?ëi 4pd mahuiacturing appeared to lose some of its 
buoyancy. €offstbüctiôn rémairted'hampèredby shortages' of skilled labour and 
materials. Meanwhile, financial and real estate activities continued to grow* 
Thus, it does appear that although petroleum wealth has generated a degree of 
prosperity in Trinidad, it has yet- to become the catalyst for a sustained, ; 
rapid and broad-based expansion of the domestic economy.
. (a) Agriculture
This sector, which is composed of export agriculture, domestic 
agriculture, and, the sugar industry, makes up about 3 1/2% of the total product. 
Preliminary estimates show that in 1977 the sector’s product declined by 9% 
in current terms, which means an even more severe fall in real terms. This 
represents a little afforded setback given that the real product in 1976 was only 
on a par with that recorded in 1973, The poor performance of agriculture, in 
1977 was attributable, to a fall in the output of the sugar industry and only 
mixed results from domestic agriculture and other, export crops.
Output of sugar, the country's principal agricultural export, declined 
by 14% tp 173,000 tons., Thus the sugar sub-sector was unable to maintain the 
momentum achieved in 1976 when production showed signs of recovering from the 
rather dismal-performance of the 1970s (see table 3). The problems of the 
industry are highlighted by recalling -that in -1968 production of-sugar was
equivalent to .240,000 "tons;1   :
The fal.1 in .the volume of sugar produced in 1977 reflects the effects -, 
of increased recourse to cane fires,2/ industrial unbest among sugar workers 
and operational disruptions associated with the implementation of a capital 
rehabilitation programme for the industry.
2/ The burning of cane fields is a technique that reduces the amount of 
work needed to cut cane during harvest. However, burning is also 
accompanied by a reduction in sugar yield.
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Table 3
TRINIDAD AND TOBAGO; INDICATORS OF AGRICULTURAL PRODUCTION
1974 1975 1976 , 19771/
J anuary-September i Growth rates
1976 19772/ 1975 1976
Production of some important 
items (millions of units)
Sugar cane (tons) 1.9 1.7 1.2 2.2 1.9 -10.5 -28.1 -16.6
Sugar (tons) 183 160 200 173 V« • • •• -12.6 25.3 -13.5c/
Cocoa beans (pounds)d/ 9.2 11.6 7.2 9.5 • •• 26.1 -38.0 29.2c/
Coffee beans (pounds)d/ 4.3 8.9 5.9 7.4 • • o 107.0 -33.7 25.4c/
Oranges (pounds) 24.7 6.6 14.8 ' ' 13.4 1.6 -75.3 125.6 -87.9
Grapefruits (pounds) 39.0 13.8 ’ 19.4 17.8 ' 5.5 • -64.6 40.1 —69.0
Citric juices (gallons) 2.1 0.6' 1.2 • •• 1.4 3.4 -71.4 89-6 142.9
Beef and veal (pounds) 3.2 2.7 2.9 • •• 2.1 2.0 -16.4 " -5.6 -7.1
Pork (pounds) 4.4 3.5 5.3 5.5 4.1 -23.6 51.7 14.6
Mutton (pounds) 0.1 Oil - 0.1 • •• 0.1 0.1 - 47.0 - -21.6
Poultry (pounds)#/ ; 43.1 59.6 59-7 • •• 41.2 57.4 38.4 0.2 39.5
Eggs (dozen)f/ 3.6 4.1 2.9 • •• 2.7 3.5 13.9 -2B.7 28.8
Pisä» (pounds)^/ 6.0 6.6 6^3 0*0 2.9 3.1 10.7 -9.5 8,4
Milk (gallons))»/ 1.6 1.7 1.4 1.1 1.0 6.4 ' : -18.4 -8.7
Tobacco (poundsH/ 0.7 0.6 0.3 • •• • 0.3 0.2 -8.4 -48*3 -35.8
Copra (tons)£/ 6.6 ‘ 8.8 9.0 ' ' • •• 6.6 6.9 • 33.3 2.3 4.5
Sources» Central Statistical Office, Quarterly Economic Report (several issues); Quarterly Agricultural Report, July- 
September 1977; Statistical Digest, vol. X, Nfi II. Central Bank of Trinidad and Tobago; Ministry of Industry 
and Commerce; Co-operative Citrus Grovers Association Of Trinidad and Tobago Ltd.; Sugar Manufacturers 
Association; and data supplied to CEPAL.
aj  Preliminary figures.
Jb/ January-September 1977 compared with corresponding period of 1976. 
c/ Full-year data.
d/ Deliveries to principal exporters, 
e/ Line weight poultry, 
f/ Commercial production.
¡ J  Fish delivered to principal markets, 
h/ Principal producers only.
i f  "Flue-cured^ tobacco purchased by West Indian Tobacco Company from contract farmers. 
y  Delivered to manufacturers of copra products. ,
/A n o th er problem
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Another problem that the industry confronted in 1977 was the very low 
price offered on world markets for sugar. The average world price (New York) 
in 1977 was 8 US cents per pound; compared with 12 US cents in 1976 and 
nearly 30 US cents during the cyclical boom of 1974. The price situation 
could improve somewhat for Trinidad as a result of the conclusion in 1977 
of the International Sugar Agreement. Also providing some relief is the fact 
that Trinidad, along with other English-speaking countries of the Caribbean, 
can expect to benefit from favourable support prices associated with the 
Sugar Protocol of the European Economic Community's Lomé Convention. In 1977 
support prices under this latter programme rose by 2%.
As for other major export crops, volume data indicate that in 1977 
cocoa and coffee production responded to good weather conditions by showing 
substantial gains in 1977 (see table 3). While output still remained below 
levels achieved in 1975, the partial recovery enabled the country to take 
better advantage of favourable world prices: the per pound increases in
export prices were 83% and 67% for cocoa and coffee, respectively.
Production of citrus fruit continued to show a sharp declining trend 
in 1977. Output as of September was 77% below that achieved in the corresponding 
period of 1976, itself a year when production was far below the norm. Factors 
behind the notable deterioration of output were unfavourable weather, tree 
disease, labour shortages, and a general reduction in acreage under 
cultivation.
The performance of domestic agriculture in 1977 was very mixed. Part- 
year data show gains in the production of vegetables, but reduced output for 
root crops. . Meat products did well, but tobacco production continued to fall 
and copra output remained well below the nearly 12 tons recorded in .1973.
With regard to producer prices for domestic agricultural goods, there appeared 
to be a general improvement in 1977.
With respect to government priorities for food production and agricultural 
development, emphasis has been placed on subsidies and guaranteed prices for 
the purpose of stimulating production. The Government is also promoting greater 
utilization of natural gas in the processing of onions and vegetables into a
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dehydrated state. As for sugar cane, there has been more employment of 
irrigation and mechanical cutting in order to enhance profitability. There 
has also been some discussion of expansion of sugar refinery capacity.
(b) Petroleum
Petroleum dominates the Trinidadian economy. It accounts for 48% of total 
product in real terms, 90% of total exports, 48% of imports and contributes to 
bulk of government revenue. Preliminary data suggest that in 1977 the sector 
continued to show dynamism despite generally sluggish conditions in the world 
petroleum markets.
In current terms, the sector's product showed growth of 35% over 1976 and 
there are indications that considerable real expansion took place as well. 
Looking to the recent past, in 1975 the sector grew by 21% in real terms, while 
in 1976 real growth was held down to 7%, in part because of damage to offshore 
facilities from a major fire (see table 2).
Crude petroleum produced in 1977 amounted to 84 million barrels, an 
increase of 8% over the 1976 production figure. Approximately 80% of total 
production was derived from offshore operations, which reached normal output 
levels of 130,000 barrels daily.
Trinidad imports large amounts of crude which are processed in refineries 
and then re-exported. The imports are necessary because local refinery capacity 
exceeds the production of indigenous crude and because these refineries are 
designed for heavy oils, while the national product is largely of a lighter 
variety and therefore must be processed abroad. In 1977 crude imports declined 
by 22%, while crude exports rose by 11% to 50 million barrels (equivalent to 
60% of national output).
As for refinery activity, both throughput and output declined by 15% 
in 1977 owing to reduced crude production from deteriorating national land 
wells as well as cutbacks in local refinery capacity.
First quarter data on natural gas production show an increase of 5% over 
the amount produced during the same period of 1976, while data for January- 
August indicate a marginal increase in sales of natural gas (see table 4). 
However, with the coming-on-stream of the Tringen Ammonia Plant in late 1977, as 
well as the Trinidad 6 Tobago Electricity Commission's new generator plant at 
Point Lisas, full-year data would reflect substantial increases in natural gas 
production and sales.
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Table 4
TRINIDAD AND TOBAGO» PETROLEUM AND NATURAL GAS PRODUCTION
- , -■ ?" i , Growth rates
1974 1975 1976 19771' 1976 1977 — :--------- — ----r
- : 1975 1976 vm z
Indicators of petroleun and 
refining activity 
(aillions of barrels)
Crude production 68.1 78.6 77.7 83.6 ••• • •• 15.4 -1.2 7.6
Crude iaports 195.5 158.1 84.8 65.8 • •• • •• -39.2 46.0 -22.4
Crude exports 51.8 48.8 44.4 49.4 53.5 -9.0 11.3
Refinery throughput 150.8 85.7 117.6 99.5 • •• -34.4 37.2 -15.4
Refinery output 127.1 82.9 114.3 96.6 • •• • •• -34,8 . -37.9 -15.3
Natural gas production 
(millions of cubic meters) 5 849 3 795 4 139 ' _ ■ 1 026b/«am> 1 0736/ -14.1 9.1 4.6
Natural gas salés 899 946" 1 008 640e/ 649c/ 5.2 6.6 1*4
Source» Ministry of Finance, Review of the Econoag 1977i and data,supplied to CEPAL.
a/ Preliminary figures, 
b/ January - March, 
c/ January - August.
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Trinidad’s present use of natural gas taps only a fraction of available 
resources. Proven and potential reserves are estimated to be 416 billion 
cubic metres. This does not include promising gas sites in the Gulf of Paria 
off the west coast of the island; neither does it include gas associated with 
current oil extraction, 50% of which is burnt off. The Government plans to 
deploy its gas resources to support new energy-intensive industries at Point 
Lisas ; these include the aforeinentioned ammonia and electricity plants as 
well as a fertilizer plant, iron and steel complex, aluminium smelter and 
petrochemical facilities. A number of other projects are also contemplated.
Even with the development of local industries that will feed on natural gas, 
Trinidad will still have a large available surplus. Thus, also mentioned as 
a possible project is the development of a liquefied natural gas facility that 
would export principally to the United States.
Government action in the sector has included the introduction of tax 
incentives to encourage secondary and tertiary recovery methods at land wells, . 
the output of which has shown a declining trend since 1971. These incentives 
are expected not only to boost oil production, but also to benefit employment 
since land wells absorb considerably more labour than offshore operations.
Other recent developments within the sector include the purchase by the 
Government of all petroleum marketing operations and the completion of the 
24” pipeline that will transport natural gas from Texaco’s Beach Field to 
Picton.
Manufacturing
Manufacturing accounts for about 8% of total product in real terms. The 
sector has shown considerable dynamism in recent years. Between 1972 and 1976 
it grew by 33% in real terms, for an average rate of growth of 6% per annum.
Fast growing activities have been metal products, food processing, miscellaneous 
items, beverages and tobacco and assembly-type industries. Slower growing 
activities have included textiles, knitted garments, footwear, wood products 
and mattresses.
The manufacturing index for the first six months of 1977 was 13% higher 
than the index for the corresponding period of 1976. If this trend continued 
for the remainder of the year, growth in output would be roughly equivalent 
to 1976. However, preliminary information suggests that a slowdown occurred
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in thé second semester and therefore the performance for the full year may 
have been so^what leSs'Hyhamic. This is partially reflected in table 5, 
whic^ shows that bÿ Sëptëmber production of some important products was 
considerably below output for the similar period a year earlier; indeed, only 
production of bricks and blocks - stimulated by construction activity - and the 
highly income-elastic products of the assembly industries were clearly ahead 
of activity in 1976. One possible cause of .the slowdown was a loss of export 
markets due to import restrictions imposed, by some trading partners in the 
Caribbean.
During 1977 the Government continued to provide support for the 
development of the industrial sector.
During January-September 1977 the Trinidad 6 Tobago Development Finance 
Company Ltd., committedTT$ 22 million 3/ to 51 industrial enterprises. These , 
enterprises are expected to generate some 1,400 direct jobs. Most.of the 
enterprises financed were medium-sized, producing light manufactured goods, 
and involved new entrepreneurs whp could not obtain adequate or appropriate 
finance from the commercial banking system.
Meanwhile, the Industrial Development Corporation has maintained its 
programme of promoting industrial development, using as its principal instrument 
fiscal concessions to industrial enterprises, including protection by way of 
"negative listing". Application of these measures covered a wide range of 
industrial activities and involved diverse sub-sectors. Efforts-have also been 
made to effect the widest possible geographical coverage in the promotion of 
such activities.
Based on its own resources, and in collaboration with other - agencies, local 
and foreign, the Industrial Development Corporation has additionally carried put 
a number of basic studies op new industrial projects. These are related to 
market and feasibility studies for an aluminium smelter, a polyester fiber-fabric 
plant, a petrochemical complex, a methanol plant, a granular fertilizer plant, 
a refractories plant, a pulp and paper,industry,».fermentation industries based 
op molasses, a cement plapt extension, metal and plastip projects and assembly 
of small Agricultural tràbtors. Additionally,, a number of sectoral,studies and 
investigations have been undertaken for programmed development of production in 
cosmetics, detergents, insecticide, paint, coil-fibre and footwear.
3/ TT$ 2.40 = US$ 1.00.
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Tahle 5
TRINIDAD AND TOBAGO; INDICATORS OF MANUFACTURING PRODUCTION^/
1974 3.975 197€£/
January-June Growth rates o f
1976-^ 1975 19765/ w
Index of manufacturing production 115.6 119.0 135.5 125.8 141.8 . £ 2 13.9 12.7
Food processing 130.6 146.9 152.4 151.0 152.6 12.5 3.7 0 .8
Drink and tobacco 133.2 134.5 145.3 138.3 138.0 1 .0 8 .0 -
Textiles 78.9 77.6 86.0 85.9 80.0 -1 .6 10.8 —6.9
Printing and publishing 145.0 118.3 113.2 101.9 131.0 -18 .4 —4.3 28.6
Wood products 75.7 76.9 99.3 89.4 86.5 1 .6 29.1 -3 .2
Chemical products 88.6 93.9 104.7 97.9 89.8 6.0 11.5 -8 .3
Building materials 101.2 98.7 102.4 100.1 115.1 -2 .5 3 .8 15.0
Assembly industries 112.6 119.3 140.0' 131.6 173.0 6 .0 17.4 31.5
Metal products 138.9 158.6 276.1 205.7 327.9 14.2 74.1 59.4
Miscellaneous
Production of some manufactured goods 
A. In millions of units
117.7 140.1 ' 148.2 151.1 112.0 19.0 5 .9 -25 .9
Rum (gallons) 4.3 3.8 4.1 3.1 3.2 -1 1 .6 6 .8 2.1
Beer and stout (gallons) 4.5 5 .4 6 .6 4 .8 4 .6 19.4 22.5 -5 .5
Tobacco and cigarettes (pounds) 1 .8 2.1 2 .3 1 .7 1 .3 18.5 8 .3 -23 .5
Edible oil (gallons) ' 1 .3 1 .8 2.1 1 .6 1 .3 33.7 14.3 - a .  3
Margarine, kard (pounds) 16.4 14.6 16.8 12.7 11.1 -11 .0 15.1 -12.1
Soap (pounds) 11.8 14.1 13.3 10.5 7 .6 19.0 -5 .2 -27 .6
Brides and bloks (units) 
B. In thousands of units
25.0 20.1 20.9 15.9 19.6 -19.7 3.9 23.3
Cement (tons) 238.0 255.0 238.0 179.0 162.0 7.1 -6 .7 -9*2
Fertilizer (short tons) 411.0 ’381.0 373.0 274.0 256.0 -7 .3 -2 .3 -6 .7
Motor vehicles 6 .0 8 .0 11.6 8 .0 10.9 33.4 45.0 36.4
Radios and television sets 25.1 27.2 30.4 18.9 21.3 8 .2 11.9 12.6
• Gas stoves « • « 15.0 18.6 14.6 18.5 • oe 23.9 26.9
Refrigerators • •• 24.1 27.8 20.6 17.1 0*0 15.3 -17 .2
Sources; Ministry of Finanoe, Review of the Economy 1977; Central Statistical Office, Economic indicators, April-June 
1977, and Quarterly Economic Report, July-September 1977? Central Bank, Statistical Digest, vol. X, N2 11,
11 November 1977? and data sig>plied to CEPAL.
_a/The data exclude petroleum, sugar and shipbuilding.
b/ Preliminary figures.
c/ Calculated on the basis of unrounded data.
d/ Januaiy-June and January-September 1977 compared with the corresponding period of 1976.
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Most of the planned new industries are energy-intensive and will rely 
on Trinidad's abundant petroleum and natural gas supplies. The thrust towards 
a deepening of the industrialization process reflects a general desire to 
diversify the country's industrial structure away from assembly-type industries. 
The major vehicle used in the diversification strategy has been joint venture 
enterprise involving the Government on the one hand, and other Caribbean 
governments or large foreign private enterprises on the other. In this context 
the main achievements have been the completion and coming-on-stream of the 
fertilizer-ammonia plant, the acquisitipn and preparation of a site for the 
iron and steel complex, and the putting into service of an 88-MW power plant.
(d) Construction
Construction accounts for roughly 5% of total product in real terms.
The level of activity in thfe sector is suggested by data on building plans. 
Information for the first six months of 1977 show a 32% increase in the number 
of building plans approved over the comparable period of 1976, while the 
amount of planned floorspace was 64% larger (see table 6).
Although these data suggest considerable activity, the sector has been 
plagued by numerous problems that have seriously retarded real growth. The 
rise in oil income has placed heavy demands on the industry to accommodate 
accelerated industrialization; infrastructural development, housing construction 
and improvement of social amenities. But construction has been hampered by 
critical shortages of domestic .and foreign building-materials, insufficient 
land for development and a scarcity of trained personnel at all levels. High 
costs for land, materials and labour have also been a problem. 'Ah indication 
of the upward trend in costs is given by the faet that .the minimum wage for 
manual workers in the construction industry showed an increase slightly over 
9% during the -first eight months of the year, while the index of retail prices 
for building materials was up by nearly 18% for the same period.
The Government has attempted to relieve bottlenecks through a number 
of measures.
/Table 6
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Table 6
TRINIDAD AND TOBAGO: INDICATORS OF CONSTRUCTION ACTIVITY
Growth rates
1974 1975 1976 1976 1977
1975 1976 1977a/
Approved building plans 
Dwelling houses b/
Number of plans 2 995 2 322 2 813 1 219 1 625 -22.5 21.1 33.3
Floor space (thousands
of sq. ft.) 3 652 3 104 3 961 1 673 2 243 -15.0 27.6 34.1
Commercial and industrial 
Number of plans 57 49 61 25 36 -14.0 24.5 44.0
Floor space (thousands
of sq. ft.) 238 330 439 121 268 38.7 33.0 21.5
Other buildings c/
Number of plans 105 85 113 52 53 -19*2 32.9 1.9
Floor space (thousands
of sq. ft.) 332 311 346 141 656 -6.3 11.3 365.2
Total
Number of plans 3 157 2 456 2 987 1 296 1 714 -22.2 21.6 52.2
Floor space (thousands
of sq. ft.) 4 222 3 744 4 747 1 935 3 166 -11.3 26.8 63.6
Source: Central Statistical Office, Quarterly Economic Report, April-Jtme 1977; and data stpplied 
to CIPALo
a/ January-June 1977 compared with the corresponding period Of 1976. 
b/ Includes private dwelling combined with commercial and industrial buildings, 
c/ Churches, schools, hotels, cinemas and blocks of flats.
/Stimulus through
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Stimulus through tax incentives and financing has been provided for 
domestic production of building materials. A result of this policy is that 
demand for cement will be more easily met with the completion of the expansion 
of the local cement plant. Where domestic production cannot satisfy demand, 
imports have been encouraged; indeed» in order to overcome congestion at the 
national docks» a special port has even been assigned for imports of building 
materials.
Another measure employed isthe granting of contracts to foreign 
construction firms. With a view to the longer run, plans are under way for 
the University of the West Indies And other training institutions to absorb 
additional trainees for courses that will prepare them for top and middle-level 
management positions.
Finally, in an effort to correct-a rather large housing deficit, the 
Government raised lending limits for land acquisition, purchase of house and 
land, improvement and repairs, as "well as mortgage guarantees, using the 
National Housing Authority as agent. Also the authorities have released 
publi.cally-owned land for purposes of construction. These steps should enable 
individuals, particularly in lower- and middle-income groups, to acquire homes 
with low-cost financing.
3. Employment
Trinidad has long suffered from chronically high rates of unemployment.
In 1977, unemployment was 14%, down slightly from the 15-16% of recent years 
(see table 1). Notably, unemployment is disproportionately concentrated among 
the nation’s youth: while the 15-24 age group makes up 30% of the labour force,
it accounts for nearly 60% of the unemployed.
Unemployment appears to a large extent to be a structural phenomenon.
The country’s most dynamic sector, petroleum, employs only about 2% of the 
work force. By adding manufacturing, another dynamic sector of recent years, 
total absorption of labour is still less than 20% of the work force.4/ Meanwhile,
4/ It should be remembered the sub-sectors that would normally be considered 
relatively more labour-intensive such as textiles, knitted garments, and 
footwear have not been the fast growing activities in manufacturing.
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agriculture, employing 15% of the work force (22% in 1970), has been stagnant, 
and construction along with transport and communications, employing another 
22% of the work force, have not undergone any real growth in recent years.
The Government has tackled the problem in numerous ways. A new emphasis 
has been placed on agricultural>expansion, which has included a "back to the 
land" campaign. Construction, another labour-intensive activity, has been 
the beneficiary of the Government’s building programme. There has been wider 
use of training camps, vocational schools, and apprenticeship programmes in 
order to help channel national manpower into the numerous opportunities for 
skilled labour. Finally, the Government itself has acted as*employer in the 
last resort by significantly expanding the public work force.
While all these measures should have some impact on employment, it must 
be remembered that the major thrust of the Government's petroleum-financed 
development programme remains in the expansion of energy- and capital-intensi •- 
industries. The impact of the programme on employment may therefore be 
moderate, except for the short-term period of construction. Thus, unless 
greater investment can be channelled into activities that employ technologies 
with high labour absorption, Trinidad may continue to have relatively high 
rates of growth juxtaposed with considerable rates of »inemployment.
4. The external sector
As recently as 1973» Trinidad has been experiencing balance of payments 
difficulties; but with the record rise in petroleum prices later that year, 
the external payments position underwent profound change, and the country has 
since consistently been running large current and overall surpluses. In 1977 
this general trend continued (see table 7).
(a) The current account
Looking first at trade in goods, it can be seen that since 1974 Trinidad 
has registered large and progressively expanding surpluses. In 1977 the surplus 
rose by 24% to a level of 654 million dollars, reflecting the effects of a 1% 
decline in the current value of exports, coupled with a 9% fall off in the 
value of imports.
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Table ?
TRINIDAD AND TOBAGO: BALANCE OF PAÏMENTS 
(Millions of US dollars)
1972 1973 1974 1975 1976 1977^
Current account
Exports of goods and services 754 950 2 468 2 174 2,652 2 627
Goods FOB 595 720 2 180 1 899 2 370 2 337
Services 158 230 288 275 282 290
Transport 95 98 174 150 157 161
Travel 51 59 66 75 76 79
Imports of goods and services 842 880 1 966 1 623 2 153 1 981
Goods FOB 701 718 1 716 1 413 1 844 1 683
Services l4l 162 252 210 309 298
Transport 107 97 161 115 209 192
Travel Z7 24 26 33 37 41
Net payments of profits and interests on foreign
capital -69 -87 -213 -227 -266 -265
Profits -67 -80 -213 -253 -311 -310
Interest -2 -7 - 26 45 45
Net private transfer payments 2 i2 -7 -11 -10 -11
Balance on current account -155 -19 280 313 225 370
Capital account
Net external financing (a+b+c+d+e) 155 19 -280 -313 -223 -370
(a) Net external non-compensatory capital 100 65 35 156 -16
Direct investment 87 **> 85 191 82
Long and medium-term loans 24 34 46 7 5
Amortization payments -5 -39 -41 -26 -72
Short-term liabilities - 11 -46 “6 -12
Official transfer payments -6 -7 -9 -10 -19
(b) Domestic non-compensatory capital or assets 8 4 -24 ? 30
(c) Errors and omissions 27 -56 42 33 24
(d) Allocation of SDRs 7 - - - -
(e) Net compensatory financing (minus sign 
signifies an increase) 15 7 -333 -509 -261 -469
Balance of payment loans, trade arrears,
IMF loans, and other liabilities of the
monetary authorities - . - - - - • ••
Amortization payments - - - - • • •
Variation in gross international reserves 
(minus sign signifies an increase) 15 7 -333 -509 -261 • mo
Foreign exchange reserves
(minus sign signifies an increase) 13 -1 ■ • -326 -492 -250 • ••
Gold reserves
(minus Sign signifies an increase) - 8 -6 -17 -11 • ••
SDRs
(minus sign signifies an increase) - -1 - - • ••
Source« 1972-1976« CEPAL, on the basis of data from International Monetary Fund; 
1977« CEPAL, on the basis of official data.
a/ Preliminary figures.
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It is worth noting that if oil trade is excluded from consideration, 
Trinidad’s surplus turns into a deficit, which has been steadily increasing. 
Reflecting rising, foreign purchases, the non-oil deficit rose from about 
320 million dollars in 197U to 560 million dollars in 1977 (nine months).
The lower total value of exported goods in 1977 was due to reduced 
volume; average unit prices rose by 6% (see table 8).
The major factor behind the behaviour of exports was petroleum
products, which account for over 90% of the total (see table 9). In 1977,
average prices for Trinidad’s petroleum products rose by approximately 9%. 
However, volume was lower: while crude exports rose by 11%, this was more 
than offset by a sharp fall off in exports of refined products, manifest 
in the 1.5% reduction in refinery output (see table 4).
Export performance also was affected by the behaviour of agricultural 
products. On the one hand, the quantum and unit values of cocoa and coffee
exporté were significantly higher, while on the other, the dominant
agricultural export, sugar, experienced a sharp fall in the quantity exported 
as well as unit value.
The lower value of imports in 1977 reflects a 15% decline ih volume 
and a 7% rise in unit value. This behaviour again stems largely from 
events in the petroleum industry, because crude imports under processing 
agreements account for roughly 50% of the total value,. As already noted, 
crude prices were higher in 1977, but volume imported declined because 
of reduced activity in the refinery sub-sector.
Imports related to the domestic sector showed less dynamism in 1977.
As seen in table 10, non-petroleum imports as a group rose by about 12%
(first nine months), compared with the 29% and 51% rates of increase, recorded 
in 1976 and 1975, respectively. Although no precise information is available 
on volume for domestic imports, allowance for international price increases 
would suggest that sharp volume gains in 1975-1976 were followed by only 
a modest rise in 1977.
/Table 8
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Table £
TRINIDAD AND TOBAGO S MAIN INDICATES OF FOREIGN TRADE
1972 1975 ■ 1974. 1975 .. 1976 1977
' - 1 ■ ' . ' Gròwth rates
Exports of goods
Value 12.2 20.9 202.9 -12.9 24.8 ‘ -1.4
Volane 16.5 -7.4 I»4 -20.4 17.7 -7.0
Unit value -5.7 50.6 196.5 9.5 6.0 6.0
Imports of goods
Value 15.5 2.4 159*1 -17.7 30.5 -8.7
Volume 8.2 -6.8 7.8 -26.1 24.3 -14.7
Unit value 6.6 12.5 121.9 11.5 5.0 6.9
Tens of trade ■3*6 16.2 54.5 -1.6 1.0 -0.9
Indexes (1970 » 100)
Terms of trade 97.4 115.2 152.5 149.8 151*3 149.9
Purchasing power of exports of goods 95.5 106.9 155.6 106.7 130.6 120.4
Purohasing power of «ports of goods 
and servioes . 106*9 121.1 170.4 159.2 159.3 149.4




TRINIDAD AIO) TOBAGO> EXPORTS OP GOODS
Millions of Trinidad and Tobago-dollars (PQB) - Percentagebreakdown Growth rates n/
1974 1975 1976
January- 





Mineral fuels and 
lubricants 3 760 3 376 4 891 3 645 3 666 77.3 91.1 -10.2 44.9 1.2
Non-petroleum
exports 407 503 502 392 362 22.7 8.9 23.4 ... - ■ -7.9
Pood, beverages 
and tobacco 171 246 207 .165 163 6.8 4.0 44.8 -16.3 -12.2
Chemicals 141 137 152 121 115 7.9 2.8 -2.8 10.7 -4.7
Manufactured
materials a s 36 35 26 26 2.0 1.0 26.9 -1.4
Machinery and 
transport 19 26 55 23 21 1.0 1.0 44.3 96.1 -11.1
Miscellaneous manu­
factured articles 34 42 41 26 24 1.9 1.0 22.4 -1.7 -12.4
Others 13 12 12 9 7 1.0 0.4 -8.4 -3.3 47.2
Total d/ 4 166 3 878 i m . 4 037 4 049 100.0 100.0 -£¡¡9 39.1 0.2
Source» Central Statistical Office, Quarterly Economic Report, July-Septeober 1977$ and data supplied to CEPAL.
a/ Calculated on the basis of unrounded data, 
b/ Preliminary figures.
c/ January-Septeaber 1977 compared with the corresponding period of 1976. 
i f  The figures may not add up to the total because of rounding.
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Table 10
TRINIDAD AND TOpQO: DfORTS OF GOODS
Millions of Trinidad and Tobago dollars (CIF) , Growth rates b/' •., • " brwcoowp , . •. / .
1.974 1975 1976
January-
September 1970 197 1975 1976 1977a/c/1976 1977 ‘ .
Principal imports 
Petroleum products 2 716 1 640 1 2 763 : 2 074 1 673 53.2 49.5 -39.6 68.5 -19.4
Non-petroleum
imports 1 062 1 604 2 064 1 5B9 1 709 46.8 50.5 51.1 26.7. 11.8
Food and tobacco 263 302 34g 257 299 10.3 8 .8 15.0 13.1 16.3
Chemicals 117. 150 1®3 138 159 4.4 4.7 28.8 21.8 15.3
Manufactured materials 313; 457 483 357 441 12,8 13.0 45.9 5.7 23.5
Machinery and 
transport 240 535 829 620 596 12.5 17.6 122.5 55.1 -3.9
Miscellaneous manu­
factured articles 76 104 150 100 129 4.3 : 3*8 37.0 45.1 29.2
Other 53 56 77 57 85 ■ 2.5 2 .6 5.6 36.5 48.6
Total d/ 3 778 3 244 4 827 3 602 3 381 100.0 100.0 -14.1 48*9 -6.1
Source» Central Statistical Office, Quarterly Econoaic Report, July-September 1977; and data supplied to CEPAL.
a/ Preliminary figures, 
b/ Based on unrounded data.
£/ January-Septenber 1977« coopared with corresponding period of 197& 
d/ The figures may not add up to the totals,because of rounding.
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Turning to non-factor services, Trinidad has traditionally maintained 
a surplus on the strength of income from tourism. In 1976, a combination 
of stagnant tourist trade - reflecting-the recession in the industrial 
countries -coupled with the higher transport costs associated with greater 
import volume, created a 27 million dollars deficit on services (see 
table 7). This deficit was reduced in 1977 to 8 million dollars, because 
of the lower transport costs associated with the lower import volume. Net 
travel receipts declined slightly as growth in revenue from tourism was 
only modest and offset by a rise in the costs of Trinidadians travelling 
abroad.
Remittances of foreign income and interest payments were about the 
same in 1977 as the year before, or 265 million dollars. The notably 
higher payments since 1974 largely reflect the effects of higher profits 
for foreign petroleum companies due to the world price situation for 
hydrocarbons.
The net effect of the above components of the current account in 1977 
was a surplus of 370 million dollars, 66% greater than the surplus in 1976 
and considerably larger than any positive balance previously recorded.
Trinidad's large and seemingly growing current account, surpluses 
-the cumulative total for 1974-1977 is 1.2 billioú dollars - manifest 
the difficulty encountered in absorbing revenue generated by the petroleum 
sector. However, Trinidad might be better classified as a slow rather than 
a low absorber because there appears to be an adequate number of areas where 
resources could be deployed; indeed, as noted earlier, the Government 
already has targeted investments whose cost could absorb the accumulated 
surplus. A major drawback to a more rapid utilization of resources appears 
to be the scarcity of indigenous manpower to co-ordinate and implement the 
investment progrannne. The problem is made all that more acute by the fact 
that a disproportionate amount of responsibility has fallen on public 
employees, because the State is the principal recipient of petroleum revenues 
and the major actor in so far as new investments are concerned.
/ (b )  The
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The country1s accumulating surplus has been increased by net inflows 
on the capital account (see table 7). In 1977 the net inflow was roughly 
100 million dollars, or more than double the inflow registered in 1976.
Following recent trends, most of the capital inflow is. likely to 
have stemmed from movement of private capital; direct foreign investment 
on the one hand, and national assets and errors and omissions.on the other. 
The direct investment reflects to a large extent the participation of foreign 
companies in the oil sector or in joint ventures with the Government. 
Meanwhile, the other private flows may be, speculative and represent a view 
towards a possible appreciation of the local currency (on, account of the 
strong payments position).
As for the Government, it has not been a net taker of capital since 
1975 (when there was a marginal positive balance); indeed, the Government 
has lent funds abroad, for instance in 1976 when 87 million dollars was 
committed on soft terms to fellow Caribbean States to assist them with 
their balance-of-payments problems, and funds have also been lent to 
international agencies such as the International Monetary Fund (for its 
Oil Facility).
The net inflow on the capital account in 1977 helped to generate an 
overall balance-of-payments surplus of almost 470 million dollars, nearly 
double the overall surplus of 1976. The accumulated surplus since 1974 
has been 1.6 billion dollars,, or 1,555 dollars.on a per capita, basis.5/
The balance of payments performance caused gross international reserves 
to rise from only 47 million dollars in 1973 - equivalent to less than one 
month's domestic imports - to 1.5 billion dollars at the end of 1977, 
roughly equivalent to 18 months' worth of domestic imports. Trinidad's 
reserve balance is the fifth largest in Latin America in absolute terms, 
but if viewed on a per capita basis, it has by far the largest accumulation 
of reserves in the region; more than doubling the next highest which is 
Venezuela's.
(b ) The c a p ita l  account
5/ Per capita product in dollars at current prices was roughly 2,700 
dollars in 1977.
/ ( c )  CARICOM
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(c) CARICOM trade
With regard to trade with fellow members of CARICOM, in the first 
nine months on 1977, exports were 2% higher than in the corresponding ' 
period of 1976, while imports were 5% higher. The resulting trade surplus 
of TT$ 188 million was equivalent to that recorded for the similar period 
of the previous year.
The slowdown in the growth of Trinidad’s CARICOM exports reflects 
the effects of import restrictions introduced by Jamaica and Guyana, two 
trading partners suffering from severe balance-of-payments problems. The 
fall off is clearest in the case of Jamaica, where Trinidad’s exports fell 
by 45 and 13% in 1976 and 1977 (first nine months), respectively (see table 
11). In reaction to these events, late in 1977 there was discussion in 
Trinidad about the possibility of applying selective import controls on 
goods from CARICOM members which have discriminated against its exjports.
It goes without saying that the rise in protectionist spirit among CARICOM 
members is lamentable and could represent a severe setback to the progress 
of the regional integration movement.
Trinidad’s imports from CARICOM members represent 3% of the country's 
total imports. Exports on the other hand accounted for 7% of total exports 
(see table 12). Imports are composed mainly of manufactured items (43%), 
food and live animals (28%) and chemicals (15%). Exports to CARICOM are 
dominated by petroleum products, which account for 62% of the total. Other 
important exports are chemicals (10%), manufactured items (9%) and food 
( 8%) .
(d) External debt
Trinidad’s disbursed external public and plublicly-guaranteed debt 
at the end of 1976 was 99 million dollars, or 34% less than the balance 
recorded at the beginning of the previous year. The burden of the external 
public debt is relatively light, with the total equivalent to only 
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September 1970 1977 1975 1976 1977a/e/.... 1976 W fiJ
Jamaica 25 36 51 34
Imports
40 33.8 41.8 43.6 40.6 18.7
Guyana 23 36 45 34 2B 42.5 28.8 59.6 24.5 -19.1
Barbados 10 13 21 13 16 9.8 16.5 37.7 56.7 18.8
Belize •  • • 1 3 2 3 . . . 2.9 •  • • 212.5 75.0
Others 5d/ 5 11 8 9 13.94/ 9.9 15.2 130.2 11.8
Total c/ 62 91 131 91 96
Exports
100.0 100.0 47.9 43.3 4.5
Jamaica 92 119 66 46 40 11.9 14.2 28.5 -44.5 -13.4
Guyana 99 120 169 122 i29 32.5 45.6 21.1 40.4 6.3
Barbados 46 46 57 44 46 17.8 16.4 - 24.9 6.4
Belize •  • • 1 1 - - •  • • - -44.4 -25.0
Others 102d/ 61 92 67 68 37 .8d/ 23.8 -40.3 51.5 0.9
Total e/ 339 546 384 279 284 100.0 100.0 2.2 11.0 1.7
Source* Central Statistical Office* Quarterly Economic Report. July-September 1977; and data «applied to CEPAL.
a/ Preliminary figures, 
b/ Based on unrounded data.
c/ J anuary-September 1977, compared with the corresponding period of 1976. 
d/ Includes Belize.
e/ The figures may not add up to the total because of rounding.
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1973 , 1 9 7 5 1976 1976 1977
United Kingdom 4.7
Exports (FOB) 
3.8 4.6 5.0 2 JL
United States 52.5 66.4 65.8 65.0 70.3
Canada 1.6 1.2 0.8 0.8 1.1
European Economie Community a/ 1.7 2.5 3.6 3.9 2.7
European Free Trade Association 6.3 0.3 0.3 0.4 -
CARICOM 11.0 9.4 7.3 7.5 7.3
Latin America b/ 3.0 1.6 3.6 3.7 2.2
Others 19.2 14.8 14.0 13.7 14.3
Total 100.0 100.0 100.0 100.0 100.011 «OMMM»
United Kingdom 11.3
Import (CIF) 
8.6 7.6 7.5 9.7
United States 16.1 21.6 19.7 19.6 20.6
Canada 4.2 2.6 2.6 2.5 3.2
European Economie Community a/ 5.1 3.6 3.0 3.3 3.9
European Free Trade Association . 1.0 1*2 0.7 0.7 0.9
CARICOM 2.6 2.8 2.7 2.5 2.8
Latin America Jb/ 13.8 1.8 3.3 3.8 2.4
Others 45.9 57.6 60.4 60.1 56.5
Total 100.0 100.0 100.0 100.0 100.0
Source» Central Statistics Office, Annual Overseas Trade Reports; Bi-monthly Overseas Trade Report, vol. 25, 
Nfl 6, and vol. 26, N2 6.
&/ Excluding United Kingdom, 
b/ Continental Latin America.
/Table 13
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Table 13
TRINIDAD AND ÏOBAOO: INDICATORS OF PlfflLIC IfflJEBIEDHESSii/ 
(Millions of Trinidad and Tobago dollars) .
1972 1973 1974 1975 1976^
1. Total external indebtedness e/
Disbursed public debt and 
State-guaranteed private debt 114 141 155 150 99
2. Servicing of external debt d/ 11.6 17.0 55.6 27.0 71.8
Amortization payments 5.3 8.8 40.6 " 15.1 61.7
Interest payments 6.3' 8.2 15.0 12.0 10.1
3. Servicing of external debt, as a percentage 
of total exports less foreign investment 
income remitted abroad 1.7 2.0 .  .. 2*5 1.4 3.1
4. Debt outstanding as a percentage of 
gross domestic product 10.8 11.2 8.4 6.6 4.3
Source: Government Printer?, Estimates of Expenditures. 1976 and 197?| Ministry of Finance, Review of the Economy, 1977»
a/ Excludes short-term debt, 
b/ Preliminary figures, 
c/ End of period, 
d/ During the period.
/I n te re s tin g ly , in
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Interestingly, in contrast to some other countries in Latin America, 
private commercial hanks hold only a small portion of the country’s public 
debt. At the beginning of 1977, banks held 12%,6/ while multilateral 
and bilateral official agencies held 82%.
5. Prices and wages
(a) Prices
The average rise in prices in 1977 was 11.8%, a little more than 
one percentage point above the average rate of inflation experienced in
1976. Thus inflation, as officially measured, remained relatively contained 
and considerably below rates recorded during 1973-1975 (see table 14).
In 1977 the main inflationary pressures came from the transportation, 
education, housing, and doting components of the index. Unlike previous 
years, the highly weighted food group had a restraining influencé. Price 
increases for fuel and light, as well as medical supplies, were also 
relatively restrained in 1977.
Increases in transportation costs were mainly attributable to the 
increased cost of motor cars and parts. Education costs rose sharply 
because of higher examination fees, tuition and stationary. While the 
increase in the housing index was somewhat greater than the overall price 
increase for the year, it appears to have considerably understated cost 
pressures. The price of houses in 1977 continued to soar; crude estimates 
based on observed price trends have placed the actual rise in housing prices 
at 150-200%.
6/ Actually, Trinidad is a net creditor with international banks: 
at the end of September 1977, net deposits totalled 550 million 
dollars (including short-term obligations), Bank for International 
Settlements, table 7 of Press Review, N° 27, 8 February 1978.
/Table 14
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Source» International Monetary Fund, International Financial Statistics.
■. Table l4 ■
1972 .1973 1974 v 1975 19?6
Anual average 9.3 14.8 22.0 17.0 10.5
December - December , 8,0 24.4 . 18.6 13.4 f 12.0
/An important
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An important factor behind inflationary trends has been supply 
bottlenecks in the face of the demand generated by an oil wealthy economy. 
Demand in turn has been fuelled by a.high degree of monetary liquidity, 
growing fiscal outlays and wage settlements generated by a very organized 
labour market. But perhaps the most pervasive pressure on domestic 
prices in recent years has come from the external sector. Trinidad, with 
exports and imports equivalent to 96% and 86% of GDP, respectively, is 
clearly Very vulnerable to imported inflation. On the one hand, much 
of the foreign exchange generated by record petroleum prices has inevitably 
been monetized, notwithstanding a degree of restraint of; the Government , 
which is the major recipient of such revenue. On the other hand, increases 
in import prices are quickly incorporated in the domestic price structure. 
Evidence of the pulling power of the external sector is presented in 
figure 1, which shows that over the last few years consumer prices have 
indeed paralleled moevements in trade prices.
In order to combat the inflationary problem, the Government has 
employed various measures.
As a short-term expedient, an extensive net of price controls and 
subsidies (at an estimated cost of TT$ 100 million) has been introduced, 
with special attention given to the cost of food and petroleum products.
Also in an attempt to hold down prices, sales tax reductions have been 
effected, personal income taxes lowered, and tax allowances increased. Of 
course it is difficult to assess the terminal impact of the tax measures, 
since in freeing income they may, in the end, put more pressures on prices.
Efforts have also been made to increase the local supply of goods. 
Incentives, therefore, have been introduced to encourage domestic production, 
particularly in the area of agriculture. Additionally, an increased volume 
of imports has been facilitated through manipulation of tariffs.
/F igu re 1
F ig u re  1
TRINIDAD AND TOBAGO: ANNUAL AVERAGE VARIATION IN CONSUMER PRICES,
EXPORT AND IMPORT PRICES
........ (Per cent)
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Since the pegging of the Trinidad dollar to the US dollar at the 
rate of 2,40:1 in May 1976,'-the exchange rate has not been an active policy 
instrument in the fight against inflation.7/ However, while the nominal 
rate has not been adjusted, there has been a passive adjustment due to the 
differential rates of inflation in Trinidad and the United States. As 
seen in table 15, the real value of the exchange rate declined by 14% between 
the second quarter of 1976 and the end of 1977, thereby lowering the 
effective cost of foreign goods and presumably stimulating a larger import 
volume. A more active policy involving outright appreciation of the 
nominal rate has been avoided probably in deference to exporters and 
official objectives to diversify the base of the country's foreign exchange 
earnings.
(b) Wages
With regard to the evolution of wages, data on the minimum wage 
for manual workers can be indicative of trends. As seen in table 16, the 
index for these wages rose by nearly 12% in 1977, roughly on a par with 
the average rate of inflation for the year. The rise in wages was 
considerably below that for the two previous years, suggesting that wage 
adjustments were moving into line with the lower rates of domestic 
inflation.
Looking over the longer term, data reveal that minimum wages for all 
industries rose by 96% in nominal terms during the period 1974-1977 (see 
table 15). Focusing on individual sectors, the increases were 142% for 
construction, 113% for sugar manufacturing, 111% for petroleum, 98% for 
manufacturing and 97% for Government. When viewed against the average rise 
in consumer prices of 76% for the same period, these data suggest substantial 
gains in real wages.8/
7/ Prior to the pegging of the local currency to the US dollar, the
pound sterling was the benchmark currency. In 1975, when sterling 
began to depreciate heavily against the dollar of the United States 
- the principal trading partner - it dragged the Trinidad dollar down 
with it. This proved to be highly inflationary not only because of 
increased import costs, but also because more local currency had to 
be issued for dollar-denominated, petroleum exports. Thus, the 
authorities felt obliged to break their link with sterling.
8/ One must be cautious about drawing firm conclusions concerning the 
degree of increase in real wages given the narrow coverage of the 
index and the fact that it is based on wages prevailing in only two 
selected months of each year.
/Table 15
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Table 15




























1970 2.00 100.0 100.0 100.0 100.0 100.0
1971 1.96 98*0 103.5 103.3 100*0 98.0
1972 1.92 96.0 113*1 107.9 104.8 91.6
1973 1.96 98.0 129.8 122.0 106.4 92.1
1974 2.05 102.5 158.5 145.0 109.3 93.8
1975 2.17 108.5 185.4 158.4 117.1 92.7' — •
I 2.01 100.5 179.3 - 155*1 115.6 86.9
n 2.07 103.5 182.9 156.7 116.7 88.7
i n 2.26 113.0 187.3 160.1 117.0 96.6
IV 2.35 117.5 141.3 161.8 118.2 99-4
1976 2.44 122.0 204.7 165.8 123.5 98.9
I 2.40 120.0 147.7 162.6 121.6 98.7
n 2.55 127.5 200.5 164.9 121.6 104.9
i n 2.40 120.0 206.2 166.9 123.5 97.2
IV 2.40 120.0 a 4 . i 168.5 127.1 94.4
1977 2.40 120.0 228.8 175.9 130.1 92.2
I 2.40 120.0 220.3 172.1 128.0 93.8
n 2.40 120.0 225.6 176.3 128.0 93.8
m 2.40 120.0 231.2 176.5 151.0 91-6
IV 2.40 120.0 237.8 178.6 133.1 90.2
Source» International Monetary Fund, International Financial Statistics.
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Table 16
TRINIDAD AND TOBAGO« EVOLUTION OF INDEX OF fttNIMJN WAGE 









1976 572.9 21 ¿7
1977 640.2 11.7
Source» Central Statistical Office, Quarterly Economic Report, July-September 
1977; and data supplied to CEPAL.
a/ Average of May and November for manual workers in all industries.
/A s ig n ifica n t
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A significant development in the area of wage settlements relates 
to the agreement concluded between the Public Service Association and 
the Government in mid-1977. Under the agreement there has been a significant 
departure from previous practice in that the time frame covers 4 years.
Given opposition to 4-year agreements by major unions, 1978 could be a 
very lively year with regard to industrial relations and wage agreements.
6. Monetary and fiscal policy
(a) Monetary policy
Trinidad has experienced a rather robust expansion of its domestic 
money supply since the advent of high petroleum prices. This is highlighted 
by the fact that at the end of 1977 the means of repayment was 250% higher 
than it was at the end of 1973; even discounting the effects of inflation, 
the supply of money doubled over the above period.
In 1977 the nominal rate of money expansion was restrained relative 
to rates of growth of recent years (see table 17). Actually, there has 
been a progressive deceleration in the raté' of growth since mid-1976. As 
seen in figure 2, the rate of change in domestic motley supply over 12 months 
declined from a high of over 60% in mid-1976, to a low of 14% by October
1977. In the last two months of the year, there was a noticeable acceleration 
of growth, but expansion nevertheless remained well below rates recorded in 
1975-1976.
The principal source of monetary expansion has been a very high rate 
of accumulation of foreign assets in the monetary system as a result of 
the country's strong balance-of-payments position. In 1974-1975 net foreign 
assets increased by over 3,000%; this was followed by increases of 40% and 
46% in 1976 and 1977, respectively. It is worth noting that in the first 
semester of 1977 the rate of growth of the stock of foreign assets continued 
the progressive deceleration that had been taking place since 1975; however, 
in the second semester the trend was reversed by a sustained rise in the rate 
of growth and this had a corresponding influence on money supply (see 
figure 2).
/Table 17
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Table 17
TRINIDAD AND TOBAGO: MONETARI POSITION
' Balance at en of Growth rates JV
1974 1975 1976 1977-/ 1975 1976 VJTT~!
l. Money 290 430 630 790 48.4 46.5 25.3
Currency outside banks 99 138 177 231 40.3 28.2 30.3
Demand deposits 191 287 450 540 49.8 50.2 25.4
2. Factors of expansion 1 167 1 599 2 168 2 623 37.0 35.6 21.0
Foreign assets (net) 765 1 733 2 426 3 536 126.5 40.0 45.8
Domestic credit 402 -134 -256 -913 ' • ••
Government (net) -330 -1 084 -1 549 -2 711 «»»
Official entities 65 63 44 38 -2.9 -29.9 -14.3
Private sector 665 888 1 245 1760 33.6 40.5 41.2
3. Factors of absortion STB 1 169 1 537 1 834 33.2 ■- 31.5 19.2
Quasi-money
(saving and time deposits) .817 1 021 1 314 1 661 24.5 28.7 26.4
Other items (net) 60. 148 • 223 173 44.2 , 51.0 -22.6
Source: In te rn a tio n a l Monetary Fund, In tern a tio n a l F inancial S t a t i s t i c s .
a/ Preliminary figures, 




TRINIDAD AND TOBAGO: 12 - MONTH CHANGES IN 
MONEY SUPPLY AND NET FOREING ASSETS
< Qent),
v  v  ~  > v
1975 1976 1977
/A s seen
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As seen in table 17, the expansionary effects of a growing stock 
of foreign assets have been assuaged somewhat by the behaviour of domestic 
credit. The restraining influence stems directly from Government credit 
policy.
The public sector is the country's principal recipient of foreign 
exchange because of taxes on petroleum operations. Since 1974 the 
authorities have attempted to "sterilize” foreign exchange income by opting 
to maintain a large part of its earnings on deposit with the Central 
Bank.9/ Thus, the Government has temporarily withheld a certain portion 
of Trinidad's foreign income from the domestic financial stream, thereby 
mitigating inflationary pressures.
A precise analysis of the sterilization process is not possible 
because of the unavailability of data on the foreign currency accounts 
of the central Government. However, a broad idea of the impact of the 
programme can be acquired by viewing the relationship between net foreign 
assets of the monetary system and net credit to the Government. As is seen 
in table 17, in 1974-1976 the negative claims on the public sector were 
equivalent to between 40 and 60% of net foreign assets. It is notable 
that in 1977 the efforts to hold back resources from the domestic financial 
system were apparently intensified, with the negative net credit balance 
of the Government being equivalent to over 75% of total net foreign 
assets. The intensification of restraint is reflective of the authorities 
growing concern about the level of domestic liquidity in the economy.
The restraining effects of Government credit operations have been 
offset somewhat by private credit. By the end of 1977, the commercial 
banking system's claims on business and individuals was over 200% larger 
than claims outstanding at the end of 1973; in real terms the increase in 
credit was about 70%. Looking just at 1977, the nominal increase in bank 
claims on the private sector rose by 41%, roughly on a par with the rate 
of expansion in 1976 (see table 17).
9/ The Central Bank, in turn, places these funds abroad, mostly in the 
form of foreign bank deposits and foreign Government securities.
/With regard
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With regard to the distribution of private credit since the oil boom, 
construction has increased its share, as has petroleum. Agriculture's 
share on the other hand, has showji little change, while the share allocated 
to manufacturing and distribution has fallen. Partial data for 1977 suggest 
vigorous lending to the manufacturing sector and more lending to distributive 
trade. The share of the construction sector showed a decline with respect 
to the similar period of 1976, reflecting,an absolute reduction in commercial 
banks' claims on the sector (see table 18).
(b) Fiscal policy.
Turning to the fiscal accpunts, there was clear evidence in 1977 of 
greater restraint on the part of the Government: while revenues expanded 
by 44%, expenditures rose by only 5%, which represents a decline in real 
terms. In contrast, average revenue gains of nearly 50% per annum in 
1974-1976, underpinned expenditure increases of roughly 40% per annum.
As seen in table 19, the bulk of the restraint was borne by the 
capital account, which recorded a.»f% decline in outlays compared with an 
average increase of 60% per annum in 1974-1976. The fall in capital 
outlays was due to reduced public debt charges. But there also was a 
noticeable slowdown in growth of outlays for real investment, possibly 
reflecting delays in the implementation of industrial projects. As for 
recurrent expenditures, they rose by only 10% in 1977, one-third of the 
average annual growth rate recorded for 1974-1976. Taking into account 
inflation, there was no real rise in current outlays in 1977.
In an effort to insulate the economy from the full impact of high 
petroleum prices, as well as save resources for the national development 
programme, the Government has, since 1974, been running sizable fiscal 
surpluses. In 1977 there was a record surplus of TT$ 1.2 billion, equivalent 




TRINIDAD AND TOBAGO: DISTRIBUTION OF COMMERCIAL BANK LOANS AND ADVANCES
(Percentage)
1973 1974 1975 1976
JanuaryTSeptember
1976 1977
Manufacturing 18.1 18.3 16.0 14.6 14.4 19.8
Construction 2.9 3.0 3.5 7.2 5.8 3.4
Agriculture 2.3 2.7 2.3 2.1 2*2 2.2
Petroleum and refining 1.9 1.7 2*9 2.9 3.1 1.7
Other mining 1.1 0.6 0.5 0*5 0.8
Distributive trade 16.8 15.5 13.2 11.1 12.7 13.8
Other a/ 58.0 57.7 61.5 61.6 61.3 58.3
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source:iCentral Statistical Office, Quarterly Report, July-September 1977) and data supplied to CEPAL. 
a/ Includes personal loans.
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Table 19
TRINIDAD AND TOBAGO: CENTRAL G0VE8MENX INCOME AND EXPENDITURE 
(Millions of Trinidad and Tobago dollars)
Growth rates
1974 1975 1976 19772/
(¿Torca
1975 1976 19772/
1. Current income 1 396 1 628 1 937 2780 16.5 ¿9.0 43.5
Income tax 7 1 182 1 374 1 772 I9.8 16.2 29.O
Other taxes 411 363 473 543 •  • • 30.3 14.8
Interest and income 83 90 465 •  • • 8.4 416.7
2. Current expenditures 624 ■ 780 952 1 049 25.0 22a 10.2
General services 150 216 219 264 44.0 1.4 20.5
Community services 33 44 52 57 33.3 18.2 9.6
Social services 236 285 385 425 20.8 35.1 10.4
Education (119) (130) (179) (205) 9.2 37.7 14.5
Health (66) (81) (105) (112) 22.7 29.6 6.7
Housing (2) (3) (4) (7) 50.0 33.3 75.0
Economic services 96 HO 148 161 14.6 34.5 8.8
Agricultural . (36) (38) (45) (53) 5.6 18.4 17.8
Transport and communications (19) (20) (27) (29) 5.3 35.0 7.4
Other 109 125 148 142 14.7 18.4 -4.1
5. Fiscal savings (1-2) 774 848 985 1 751 " 9.6 16.2 75-7
4. Capital expenditures 277 404 599 574 45.8 48.3 -4.2
Real investment 154 368 504 557 139.0 37.0 10.5
Public debt charges 123 56 95 17 -70.7 63.9 -82.1
5. Total expenditures (2+4) 901 1 184 I 551 1 623 31.4 31.0 4.6
6. Surplus (1-5) 497 444 386 1 ¿57 -10.7 -13.I 199.7
7. Financing
Fiscal development funds -402 -701 -516 -890 •  •  • •  • •
Other -95 257 132 -267 •  • • •  • • . . .





1. The overall picture
In 1977 the Uruguayan economy continued to expand for the fifth 
year running, recording an overall growth rate of 3.5% and a per capita 
rate of approximately 3%. The increase in gross income was much the same 
as that of the domestic product, since the terms of trade remained stable 
from 1976 to 1977. At the same time, there was an upswing in inflation, 
particularly in the first half of the year, with a consequent increase in 
the deficit on the balance-of-payments current account (see table 1).
Factors contributing to the higher growth rate were the more rapid 
expansion of the manufacturing industry, stimulated by the development of 
some branches producing non-traditional exports, and the notable recovery 
of public and private construction. Agricultural production, on the 
other hand, declined owing to a decrease in several important crops. The 
service sectors as a whole expanded at a rate comparable with that of thé 
previous year.
The evolution of total exports did not contribute to the growth, 
since the drop in volume of traditional exports, especially meat, offset 
the growth of sales abroad of non-traditional products. There was an 
appreciable increase, however, in gross fixed investment, which helped to 
stimulate domestic demand.
The growth of imports was more rapid them that of exports, with the 
result that from 1976 to 1977 the balance-of-payments current account 
deficit rose by 50%. The net inflow of capital also rose appreciably, 
increasing the country’s net international reserves by an amount similar 
to that of the previous year (120 million dollars).
The consumer price index, which had risen by 40% during 1976, went up 
by 57% in 1977. In the second half of the year, however, the monthly inflation 
rate decreased with the solution of certain food supply problems which had 
arisen during the first six months, and the slowing down of the expansion of 
the means of payments, a task which was eased for the monetary authority by 
the reduction of the fiscal deficit. At the same time, there was a drop of 
around 12% from 1976 to 1977 in the average real wage.
/Table 1
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Table 1
URUGÜAÏi HUN ÉCOHOMIC INDICATORS
1972 1973 1974 1975 1976 1977a/
Basie economic indicators 
Gross domestic product at factor cost ' 
(millions of US dollars at 1970 prices) 2 562 - 2 581 2 663 2 781 2 854 2 953
Population (millions) 2.64 2.84 2.84 2.84 2.85 2.87
Per capita gross domestic product
(US dollars at 1970 prices) : 905 910 - 939 979 1 000 1 029
Short-run eoonomic indicators 
Gross domestic product
Growth rates 
-5.3 0.8 3.2 4.4 2.6 3.5
Per capita gross domesticprodnct -3.4 0.8 3.2 4.4 2.2 2.9
Gross income b/ •2.6 ; 4.0 -1.9 2.2 0.9 3.6
Terms of trade % 17.0 31.4. -47.2 rl9«6 , -4.5 0.3
Current velue of exports of goods and 
services ' ’ 23.0 31.8 15.9 4.6 40*0 : 10.2
Current valueof imports of goods and
services . -7.8 a.i 60.0 9.4 9mB 16.3
Consumer price index 
December to December 94.7 77.5 107.2 66.8 39*9 57.3
Annual avefagB variation 76.5 96.0 77.2 81.4 50.6 58.2
Honey 57.0 75.6 62.9 53.5 61.2 40.4
Wages end salaries c/ 44.3 96.0 74.6 66.4 42.0 39.0
Current income of government 62.5 121.0 58.8 67.6 74.7 70.6
Total expenditure Of government , 37.7 103.9 94.2 70^ 51.8 55.2
Fiscal defict/total expenditure of 
government d/ 16.0 8.9 25.5 26.9 15.9 7.6
External sector




• - 43 ■ -112 . -145 -9 -53
Balance on current account 7 . 18 -155 -217 -82 -121
Variation in net international reserves 13 ■ : 26 -77 -72 108 120
aj  Preliminary figures.
b/ Gross domestic product plus terms-of-trade effect. 
a j Variation of avenge nominal «ege bettfbfen annual averages* 
d/ Percentage.
/ 2 .  Recent
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2. Recent economic trends
(a) Total supply and demand
As noted above, the Uruguayan economy maintained a fairly satisfactory 
growth rate (3.5%) in 1977, in line with the average recorded in the period 
1974-1976. In contrast to what occurred in 1976, the chief factor promoting 
overall demand was the expansion of domestic demand, which rose by over 4% 
(see table 2). On the other hand, exports of goods and services, which had 
risen considerably in the years 1974-1976, declined slightly, for the 
reasons already stated.
The growth in gross fixed income (13%) was the chief dynamic element ; 
in the evolution of domestic demand. Capital formation in construction 
and in machinery and equipment rose equally. A positive influence in the 
first case was the exéctítion of some public projects of infrastructure, 
mainly in the energy sector, and increased activity in private construction 
in the international toursit zone, while in the second case, a major factor 
was the import of machinery by the non-traditional exporting industries, 
the inclusion of fishing vessels, the purchase of a giant oil.tanker and 
the acquisition of equipment for the State railway and energy enterprises*
The preliminary estimate for total consumption indicates a growth 
of 2.6% in 1977, which should have enabled it to recover its absolute level 
of 1975, after the contraction recorded in 1976. It is not easy, however, 
to reconcile this trend with the data on the decline in average real wages 
to which reference will be made further on.
In the case of overall supply, its expansion was slightly higher 
than that of the gross domestic product, owing to the fact that as in 
1976, imports of goods and services increased by around 5%.
(b) S.ectoral trends
The product of the goods-producing sectors grew by 5.3%, while in 
the service sectors as a whole the growth is estimated ..at 2.3%. In 1976 
the comparable variations were 2.4% and 2.5% respectively (see table 3).
/Table 2
owsuMf* « m  s a m  and demand
Table 2
Total supply
Gross domestic product at 
market prices
Imports of goods and services b/
Totaldemand
Domestic demand 
Gross domestic investment 
Gross fixed investment 
Construction 
Machinery and equipment 





Millions of pesos 
at 1970 prices ,







































































23.3 • ■ ■ -6.1 ■ 13.3
80.5 43.4 11.9
• •• -2.7 2.6
3.0 4.3 • • •
-0.6 —4.1 •  ••
17.9 37.9 ■0*6
Sources» 1970+1976» CEPAL calculations on tbe basis offiguréssupplied by the Cental Rank of Uruguay}
1977» CEPAL estimates on the basis of official data.
a/ Preliminary figures.
b/ The figures for exports and imports of goods and services sere taken from balance-of-payments data expressed in 
dollars at current prices, which were converted to oonstant 1970 values using price indexes calculated by CEPAL Ibr 
the purpose.
/T a b le  3
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URUGÜAXi GROSS DOfDSTIC PHKWCT, Bï K33® OF.BCOHOMBC ACTWOT, AT FACTOR COST
Table 3




1975 1976 19778/ 1970 1977a/ 1975 1976 1977a/
Agriculture 64 299 ; ®  504 65 639 12.6 11.2 3.1 3.4 -1.3
Mining 8 573 7 301 6 238 1.2 1.4 -10.0 -14.8 12.8
Manufacturing 131 104 137 339 146 142 23.0 25.0 7.5 6.4
Construction 25 521 23 855 27 338 3.8 4.7 31.6 -6.5 14.6
Subtotal goods 229 497 234 999 247 557 40.6 42.5 7.6 2.4 f ¿j3 ■
Electricity, gas and vater 8 829 9 510 9 818 1*5 1.7 11.1 5.4 5.5
Transport, storage and 
communications 50 660 52 520 54 707 8.6 9.3 4.1 3.7 4.2
Subtotal basic services 59 488 61 831 64 525 10.1 11.0 M 3.9 4.4
Ccnsneree, financial institutions
and insurance 92 535 98 254 103 266 17.2 17.6 7.3 6.2 5.1
Real estate b/
mm
27 914 27 914 27 914 5.2 4.8 -0.3 - -
Community, social end personal 
services ¿/ 142 674 142 527 142 52? 26.9 24.3 -3.0 -0.1 -
Subtotal other services 265 123 268 695 273 706 49.3 46.7 0.7 2.1 3-9
Total gross domestic product d/ 526 246 567 033 586 766 100.0 100.0 4.4 3.5
Sources: 1970-1976* CEPAL calcultations on the basis of figures sailed by the Central Bank of Uruguay;
1977* CEPAL estimates on the basis of data from the same source.
a/ Preliminary figures.
¿/ Refers to ownership of dwellings only.
e j Also includes restaurants, hotels and business services.
i f  As the individual activities and the totals were calculated independently, the sum of the former does not correspond 
exactly with the latter.
/The ch ie f
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The chief factors influencing the performance of the goods-producing 
sectors were the increased growth rate in the manufacturing industry and 
the notable recovery of construction. In the former case, the growing 
sales abroad of non-traditional products continued to have a positive 
effect. As regards construction, its growth of almost 15% resulted from 
greater activity in the public sector <22%), especially the favourable 
impact of the works at Salto Grande and Palmar, and also in the private 
sector (10%). In contrast, there was a decline in agricultural production 
after two years of satisfactory growth.
In the case of the different service sectors, it is estimated that 
there was some growth in basic services, especially transport, storage 
and communications, whereas expansion was slower than in the previous year 
in the sector of commerce, financial establishments and insurance.
(i) Agriculture. In 1977 agricultural production dropped by almost 
' 2%, in consequence of a fall of 6.5% in the crôp-farming subsector, whereas
livestock production increased by 1.7% (see table 4).
Adverse weather conditions, especially .the excess of rain, had a 
negative effect on the production of various crops, causing a drastic fall 
in maize (*+3%), linseed (25%), sunflower (55%) and sugar beet (28%). This 
occurred despite the increase in thé area sown to these crops, so that the 
‘ decrease in yields per hectare was even- greater than that observed in 
production. At the same time, there was a moderate increase in the crops 
of wheat and rice and a greater increase in barley, soya and sorghum.
Among the more important livestock products, such as beef and wool, 
production rose by 7% and 3% respectively. In both cases, the good grazing 
conditions had a favourable effect on the yields of cattle and wool 
production.
(ii) Manufacturing. The manufacturing output rose by 6.4%, a markedly 
higher rate than that of the previous year but much the same as that of
1975. A study of the detailed evolution of the production index indicates 
that in 1977, as in 1975-1976, there was a persistent and increasingly 




URUGUAÏ: INDICATORS OF AiSICUMURAL PRODUCTION
Growth rates
1974 1975 1976 1977a/
1975 1976 1977a/
Agricultural production (1961 » 100) 106.3 108.3 m . a 109.7 1.9 3.2 -1.9
Crop farming b f 134.3 140.2 150.0 140.3 4.4 7.0 -6.5
Stock-raising 93.4 93*7 94.3 95.9 0.3 0.7 1.7
Production of see» important crops 
(Thousands of tons) c/
Wheat > 297 S27 456 505 77.4 -13.5 10.8
Maize 225 157 210 121 -30.2 33.9 +42.5
Rice 158 189 217 228 19.4 14.8 5.5
Linseed 26 39 62 46 49.4 57.0 -24.8
Sunflower 48 51 77 34 6.2 49-9 -».4
Sugar beat 429 . 573 833 597 33.6 45.3 -28.4
Indicators of stock-raising production 
Number of cattle (thousands of head) i f 10 961 11 362 10 635 10 364 3.7 -6.4 -2.5
Number of animals slaughtered 
(thousands of head) 1 573 ■ 1.755. 2 129 1 709 11.6 21.3 -19.7
Slaughtering coefficient (percentage) 14.4 15.4 2Q.0 16.5 - - : -
Source» Central took of Uruguay, on the basis of data supplied by the Ministry of Agriculture and Fisheries.
a/ Preliminary figures.
b/ Including plantations and permanent pastures. 
c f Crop year.




URUGUAYj INDICATORS OP MANUFACTURING PRODUCTION 
(1961 ° 100)
Grovthrates
1974 1975 1976 1977a1  . 1975 1976 19?7i/
Total 120.7 128.8 134.0 142.6 6.7 4.0 6.4
Food 151.4 142.0 157.6 152.1 6.0 11.0 -3.5
Beverages 134.2 134.2 121.2 126.6 - -9.7 6.1
Tobacco 146.7 148.2 148.2 130.9 1.0 - . -11.7
Textiles 68.8 106.9 107.1 122.1 22.6 -1.6 14.0
Footmar and clothing 90.4 82.6 86.7 94^ -8.8 5.1 8.7
Piper and paper products 216.7 200.0 a o .6 239.7 -7.6 5.3 13.8
Printing and publishing 106.9 106.9 109*8 12.9 -0.2 0.5 U.9
Tanneries and leather industries • •• • •• • •• 22.5 30.0 28.4
Rubber products 104.6 110.2 67.9 102.9 5.0 -20.5 17.1
Chemical products 144.6 128.0 128.8 136.2 -11.5 0.5 7.3
Petroleum products 118.4 130.0 124.2 117.Ì 9.8 -4.5 -5.7
Non-aetallic mineral products 209a 205.6 212.7 240.8 4.7 15.7 13*2
Metal products 61.3 58.0 65.5 80.2 -5.! 12.7 22.5
Electrical machinery 50.5 53.2 64.4 74.3 5.4 20.6 15.3
Transport equipment • •• • •• • •• -0.9 1.1 27.4
Other manufacturing industries ••• ••• • •• • •• 10.1 1.5 15.0
Source: Central Bank of Uraguay. ' " 
a/ Preliminary figures.
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In the food industries activity declined (3.5%), owing to a drop in 
the production of frozen goods, edible oils, coffee and milk products, 
which was not compensated by increases in the other sections of the industry. 
This jjerfopaance was influenced bÿ a réduction in supply of certain 
agricultural inputs and also the scant demand for these products. The 
production of beverages, although it rose by 6%, did not fully recover 
from its decline in 1976, while tobacco production dropped by 12%.
Textile production increased by 14%, owing to expansion in the 
spinning and weaving of wool, cotton and synthetic fibres. In 1977 
conditions were favourable for the external demand of these products, 
especially through the tying of the exports of combed woollen yarns and 
woollen clothing to the United States market and through the renewed fashion 
for wearing woollen garments.
In footwear and clothing the growth rate reached 9%, an achievement 
largely due to the manufacture of woven clothing and leather garments.
The leather-garment subsector continued to expand as a result of external 
demand, but, as the installed capacity of the factories had now reached 
its limit, it was not possible to supply the total demand. At the same 
time, the tanneries and leather industries increased their activity by 28%, 
basically as a result of the increment in sales to the factories exporting 
processed goods (stamped leather work, footwear and leather garments).
The paper and paper-products industry grew by 14%, mainly owing to 
the recovery of domestic demand and, indirectly, to the growing volume 
of non-traditional exports which produced an increased demand for cardboard 
containers. Expansion in the rubber industry reached 17%, as a result of 
increased exports of rubber products to Argentina and Brazil.
There was also a marked growth in the manufacture of machinery and 
electrical appliances owing to an increase in their sales abroad. A similar 
growth was achieved by the producers of plastic articles, in consequence of 
the large volume of exports to the Argentine and Brazilian markets.
Finally, the expansion of the non-metallic industries was due to the 
increase in construction, while the increment of 27% in the equipment branch 
of transport was basically due to the greater financing facilities which 




The greater increase in imports of goods compared with exports gave 
rise to a deficit in the balance of goods of 43 million dollars in 1977 
and at the same time increased the négative balance on the current account 
from 82 million in 1976 to 121 million in 1977. It is estimated* however, 
that in the last year the position of the country’s net international 
reserves improved by 120 million dollars, since the net inflow of non­
compensatory capital greatly exceeded the deficit on current account (see 
table 6).
The exchange policy continued operating on the basis of a system of 
periodic adjustments of the nominal value of foreign currency. Between 
the end of 1976 and the end of 1977, the value of the dollar in national 
currency rose by 35%, that is, appreciably less than wholesale prices 
(45%) 1/ with the result that the real exchange index dropped by approximately 
7% (see table 7).
Consequently, there were no exchange incentives to export, in 
addition to which, in the second quarter of the year, there was a further 
reduction in the rates of reimbursement for non-traditional exports (20%).
This type of export increased less than in 1976, while traditional exports 
remained static owing to a sharp fall in the volume of meat sold abroad.
In contrast, import growth was stimulated by the exchange policy 
itself - within a framework of greater economic activity - and by the 
adoption of certain complementary measures which intensified the trend, 
observable for some years, towards a gradual liberalization of imports and 
reduction of customs protection. The two most important of these measures 
were, on the one hand, that which reduced the customs tariffs from 75%, 120%, 
150% and 200% to 65%, 90%, 120% and 150% 2/ respectively and, on the other, 
that which regulated the common customs tariff, which will bè applied from 
1978 to merchandise imports in place of the various customs tariffs and 
additional taxes currently in force.
1/ The difference was even greater in respect of consumer price increases 
(57%).
2/ At the same time a minimum charge of 10% was introduced and the 
existing exceptions cancelled.




l®DGUAYs BALANCE OF PAYMENTS 
(Millions of IS dollars)
1972 1973 1974 1975 1976 • 1977a/
Current account
Exports of goods and services 311 410 475 49? • 696 767
Goods FOB 242 328 • ,381 385 . 565 607
Services 69 82 94 112 131 160
Transport 9 12 ■' 19 21 28 35
Travel * 45 43 45 , , 57 68 80
Im p o rts o f goods and services 280 367 587 642 705 820
Goods FOB 179 249 437 496 537 650
Services 101 118 150 146 168 170
Transport 42 47 76 65 78 85
Travel '40 44 44 48 60 55
Net payments of profits and interest on 
foreign capital -24 -25 -43 -71 -72 -67
Profits " - -4 -4 -5 -6
Interest -24 -25 -39 -67 -67 -61
Net private transfer payments - - -1 -1 -1 -1
Balance on current account 7 18 -155 -217 -82 -121
Capital account
Net external1 financing (a+b+c+d+e) -7 -18 155 21? <82 121
(a) Nat external non-compensatory capital 64 4 121 123 113
Direct investment 
Long-and medium-term loans 48 28 45 185 130
Amortisation payments -15 -43 -2 1 -58 -48 > 241
Short-term liabilities 19 - 75 -38 22
Official transfer payments 12 19 22 14 9
(b) Domestic non-compensatory capital or assets -6 34 24 28 88
(c) Errors and omissions -60 -30 -67 —6 -10
(d) Allocation of SDKs
(e) Net compensatory financing
(minus sign signifies an increase)
8
-13 -26 77 72
/
-109 -120
Balance-of-payments loans, trade arrears 
BP,loans, and other liabilities of the 
monetary authorities 62 68 136 142 77 17
Amortization payments ■ -56 -63 -57 -90 -85 ; -137
Variation in gross international reserves 
(minus sign signifies an increase) -20 -31 -2 20 -101 •••
Foreign exchange reserves 
(minus sign signifies an increase) -37 -27 , 7 -99 • ••
Gold reserves
(minus sign signifies an increase) 
SDRs
26 • _ • • ••
(minus sign signifies an increase) -9 -4 -2 13 -2 • ••
Sources« 1972-1976« COPAL, on the basis of data t x m  the International Monetary Fond, Balance of Payments Yearbook. 





URUGUAY: EVOIMEIDN OF EXCHANGE RATE AND PRICES
Period *
















1973 0.87 100.0 100.0 100.0
1974 1.20' ■ 136.2 178.7 76*2
1975
Average 2.26 261.0 ' 308.0 84.4 •
December 2.66 307.5 : 388.2 79.2
1976 ’1 . ■
Average 3.34 366.7 463.8 ■ 83.2
June ‘ • 3.23 ' 373.0 164.4 87.9
December 3.98 459.7 563.3 81.6
1977
Average 4.68 540.5 697.2 77.5
June 4.62 533.6 674.9 79.1
December' 5.39 622.5 815*8 76.3
Source; Central Rank.of Uruguay.
, a / Annual or monthly average of cosnercial exchange rate.
/(b) Trade
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(b) Trade in goods
The value of exports of goods increased by 7% in 1977, reaching a 
total of 607 million dollars. There was an increment of 10% in the unit
value and, in contrast, a drop of around 3% in the volume exported, thus
interrupting the rapid growth sustained during 1974-1976 (see table 8).
Non-traditional exports rose by 13% as a result of a parallel increase
in their volume, since it is estimated that their average price remained 
relatively stable. Although a large number of products shared in the 
expansion, the chief increases, around 30% or more, were due to the 
aforementioned leather manufactures, textile articles and tyres. According 
to available data, the international prices for these same products did 
not develop favourably. The, rapid and sustained evolution of non-traditional 
exports during the period 1974-1977 increased their share in total exports 
from 25% in 1973 to 57% in 1977, their value in this last year amounting 
to 345 million dollars (see table 9).
On the other hand, the value of traditional exports showed practically 
no change from 1976 to 1977, remaining in the region of 260 million dollars. 
It is estimated, however, that in physical volume there was an average fall 
of over 15%, since exports of carcase meat dropped 35% in the face of 
difficulties of access to international markets and the requirement of 
domestic supply during some months of the year. In 1976 the record figure 
of 185 thousand tons had been exported. In the meantime, the average unit 
value of traditional products increased by around 20%, owing to the rise 
in international prices for meat and wool of 28% and 18% respectively.
The value of imports of goods rose by 21% in 1977 as a result of 
parallel increases (10%) in prices and physical volume. In dollars at 
current prices, the country’s imports rose from 180 million dollars in 1972 





UROGOAIt MUH IBDEAlORS OP FOREIOT TRUJE
■ 1972 1973 1974 1975 1976 1977a/
Exports of goods (FOB) 
Value
Growth rates 
23.3 35*4 16.4 0.9 46.8 7.4
Volime -5*3 -3.9 19.0 16.8 45.0 -2.7
Unit value 30.2 40.9 -2.2 -13.6 1.2 10.4
Imports of goods (FOB) 
Value -11.7 39.1 75.7 13.5 8.2 21. 1
Volune -20.7 29.8 -5.6 5.6 2.1 10.1
Unit value 11.4 7.2 85.3 7.5 ' 6.0 10.0
Terns of trade 17.0 31.4 -47.2 -19.6 -4.5 0.3
Terns of trade
Indexes (1970 = 100) 
116.5 153a 80.8 65.0 62.1 62.3
Purchasing power of exports of goods 81.6 114.2 73.4 68.6 92.1 96.5
Source» CEPAL, on the basis of official data* 




URUGUAY; VALUE AND BSQKSOTO OF EXPORTS OF GOODS (FOB)
Millions of dollars Percentage Growth ratesbreakdown ; __________
1974 1975 1976 1977a/ 1973 1977a/ 1975 1976 1977a/
Main traditional export 
products
Meat, hides and wool 237 195 260 262 75.3 43.2 -17.7 33.3 1.0
Other exports
(mainly non-traditional) 144 190 305 345 24.7 56.8 31.9 60.5 13.1
Total Ü 2 L  ÜS5, ¿65 607 100.0 100.0 0.9 46.8 7.4




An analysis of the breakdown of imports reveals that the major 
increase was in capital goods (40%), thus confirming the trend observed 
in 1975 and' 1976. The share» of .these goods in the total of imports rose 
to 17% in 1977, a coefficient somewhat more than double that of 1973 
(see table 10). Tliis ¡growth was partly attributable to some major 
investment projects in the public sector and the purchase of foreign 
machinery for the manufacture of non-traditional export products.
Imports of consumer goods and intermediate goods showed a similar 
increase (21%). Excluding oil and fuels, the increase in purchases of 
intermediate gbods was around.28%, largely owing to the supply of inputs 
to certain manufacturing branches whose production increased sharply.
Thus, for example, there was a notably rapid expansion in imports of common 
metals and their manufactures (50%), and of plastic materials, rubber 
and derivatives (40%).
There was a parallel rise in the unit value of imports and exports 
and consequently no change in the terms of trade from 1976 to 1977. As 
an index of the relationship, on the basis of 1970=100, the level recorded 
in the last two years reached 62, confirming the clearly negative effect 
on the economy of the country of the world economic situation in 1974 and 
1975 (see table 8).
(c) The balance of payments
While trade in goods fell from a surplus in 1976 to a deficit in 
1977, the service sector reduced its negative balance from 37 to 10 million 
dollars. This improvement was almost exclusively due to a higher revenue 
from tourism, which exceeded by more than 10 million the revenue of the 
previous year (see table 6).
In sum, the deficit on trade in goods and services together rose from 
9 million dollars in 1976 to 53 million in 1977. To this last figure must 
be added 67 million representing payments on profits and interest on 
foreign capital and a' small negative balance in respect of private transfer 
payments, with the result that the total deficit on current account rose 
to 121 million dollars.
/Table 10
Sable 10
OGURUAÏ! VALUE AND BREAKDOWN OP EXPORTS OP GOODS (CIF)
Millions of dollars Percentagebreakdown Annual growth rates
1974 1975 1976 1977a/ 1973 1977a/ 1975 1976 1977a/
Consumer goods. 57 -as 19 23 9.2 3.3 24.4 -32.1 21.1
Intermediate goods 416 456 478 579 83*0 ; 79.8 9.3 0.5 21.1
Petroleue and fuels 161 183 160 199 19.2 27.4 13.9 -1.8 10.6
Others 257 273 298 380 63.8 52.4 6.4 1.9 27.5
Capital goods 52 73 88 123 7.8 16.9 128.1 20.5 ».8
Total 467 556 567 726 100.0 100.0 14.6 M 23.7




To finance this deficit, the country received a net inflow of non­
compensatory capital amounting to 241.million dollars, a much higher figure 
than in 1976, the greater part of which entered the commercial banking 
system in the forirof foreign currency deposits.
4. Prices a n d w a g e s ....
(a) Prices and anti-inflationary policy.
During 1977 there was an upswing in prices showing a variation of 
57% in the consumer price index compared with 4-0% in 1976. The average 
variation for* the year was similar (58%) to that recorded from December 
to December. Nevertheless, the rate of inflation slowed down in the second 
half of the year, registering 22% in the second half and somewhat more 
than 6% in the fourth quarter, compared with 29% observed in the first six 
months (see table 11).
The items in the consumer price index which rose most rapidly were 
housing (66%), owing to the legal adjustments adopted during the year, 
and food (59%). This was partly due to the shortage of fruit and vegetables 
in the first six months and the restrictions on dairy and poultry production.
Clothing production, on the other hand, rose by 47%.
The wholesale prices of domestic goods, rose less (45%) than consumer 
prices, the decisive factor being the reduced weighting of agricultural 
products in the wholesale price index, since the increase in those products 
reached 56%. Thus there was a reversal of the trend towards a relative drop 
in agricultural prices observed in the period 1974-1976.
At the same time, wholesale prices of non-agricultUral products rose 
by 42% - that is, less than almost all the consumer price items - and their
growth rate was much slower in the second half of the year. Notable within
this group of products was the relatively lower increase in the prices and 
charges of certain public services.
The anti-inflationary policy continued to be applied, mainly through 




URUGUAY* EVOLUTION OF DOMESTIC PRICES 
(Percentage variations)






Second Fourth year a/ 
half quarter . —
1975 1976 1977
Consumer price index 59.9 29.1 21.9 6.4 . 57.3 81.4 50.6 58w2'
Food 38.5 34.3 18.8 5.5 59.5 70.8 47.7 64.0
Meat, coked meat and 
sausages 63.1 19.7 12.1 • •• 34.2 32.8 54.2 55.3
Clothing 36.4 21.8 20.4 10.1 46.6 67.3 47.7 46.6
Housing 43.5 25.3 32.8 6.8 66.5 97.9 56^ 59.3
Other 41.1 26.4 18.8 6.6 50.1 93.7 52.0 52.4
Wholesale price index
(domestic) 45.1 19.8 20.9 8.6 44.8 72.4 50.6 50.3mmmmm mmmm ******* mmmmm
Agricultural products 45.4 12.7 38.3 20.8 55.8 47.4 37.8 52.1
Crop-farming products 10.8 14.3 32.1 H.6 51.0 76.0 24.7 35.5
Livestock products 84.1 11.5 42.6 27.6 59.1 26.5 51.2 65.9
Cattle 95.4 13.1 64.2 ese 85.7 6.9 28.6 98.2
Non-agricultural products 45.0 21.9 16.2 5.2 41.7 82.1 54*6 49.8
Petroleum products 32.9 23.5 8.9 • •• 34.4 109.7 52.4 46.6
Electric energy 51.1 27.1 7.8 • •• 37.0 76.1 55.2 58.0
Source; Central Bank of Uruguay and Statistics and Census Office, 
a/ December to December.
/During the
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During the first six months of 1977 the shortage, already mentioned, 
of certain basic foodstuffs and the considerable monetary expansion at 
the end of 1976 helped to accelerate the growth rate of prices. In view 
of this development and in order to avoid a new flare-up of inflation, 
an attempt was made to maintain the percentage increase of the means of 
payment at a lower level than that of the previous year. This task was 
made easier by the fact that the financial requirements of the public 
sector were relatively less, as a result of the reduction achieved in the 
overall deficit of the central Government.
At the same time, the monetary policy succeeded in partially offsetting 
the vigorous expansion of domestic credit to the private sector, through 
the application of specific measures to reinforce the impact of the so-called 
absorption factors, which will be referred to below.
(b) Wages and salaries
In the course of the year there were four general adjustments in the 
wages and salaries of workers in the public and private sectors^ These 
adjustments were made in February (10%), June (10% for the private sector 
and up to 12% for the public sector), September (as for June), and 
December (7%). The wage increases for the private sector were minimum, 
whereas for the public sector both minimum and maximum increases were 
established.
These increases, added to certain minor adjustments in the wages of 
some labour categories and in social benefits, were reflected in the average 
wage index, which registered in the year a nominal increase of 39% (41% for 
the public sector and 38% for the private sector). Taking into account 
the evolution of the consumer price index, the average real wage dropped 
by almost 12% (11% for wage-earners in the public sector and 13% for those 




URUGUAYs EVOLUTION OF AVERAGE WAGE 




Allssge-earners 66.4 I& J3 39*0
Wage-earners in public sector 65.5 45.1 40.6
Wage-earners in private sector 67.1 39.4 37.6
Real b/
All wage-earners -8.8 -5.8 -»11.9
Wage-earners in public sector -8.9 -4.0 -10*9
Wage-earners in private sector -7.4 -12.9
Source: Statistics and Census Office.
a/Preliminary figures.
Jb/ Deflated by the consumer price index.
/As regards
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As regards private wages, a survey carried out among 560 industrial 
and commercial enterprises revealed that the variations in average salaries 
actually received during the first nine months of the year might have been 
greater than the,minimum fixed- by the Government. In view of this, the 
drop in real"wages during the period in question might be a third less 
than that which can be assessed on the basis of the authorized legal 
adjustments.
5. Monetary and fiscal policy
(a) The monetary situation
The supply of money - in its restricted version (M^) - rose by 40% 
during 1977 compared with 61% in the previous year (see table 13). In 
accordance with a broader concept,, which includes time deposits in national 
currency, the expansion of the means of payment was 44% in 1977.3/ This 
means that the increase in nominal liquidity was markedly lower than the 
rise in consumer prices, but. parallel,to that registered for national 
wholesale prices.
In 1977 net domestic credit, which increased by 59%, Was the major 
factor of expansion. In the field of domestic credit, in its turn, the 
greatest increase related to placements in the private sector (65%), while 
credit to the Government rose by 60% and that to public institutions declined. 
Moreover, there was an increase in net international reserves of 48%.
Among the factors of absorption, which together increased by 64%, 
there was a notable rise in deposits in foreign currency (91%). At the 
end of 1977 the sum of these deposits amounted to double the item described 
as quasi-money, which mainly includes the time deposits in national currency.
3/ Included among the time deposits in national currency are N$ 300
million corresponding to financial ’’swaps” ; it is assumed, therefore, 





Bnd-year balance „ .. .r - * Growth rates(pillions of pesos)   .
1975 1976 1977a/ 1975 1976 197%/
Maney 822 1 525 1 860 53.5 61.2 40.4
Currency outside banks 470 782 1 115 48.8 66.5 42.5
Demand deposits »2 543 745 60.2 54.3 37.3
Factors of expansion 2 545 4 096 6 410 65.6 94.4 56.5
Foreign assets (net) 365 918 1 355 ... ... 47.6
Domestic credit ' : 2180 3178 5 055 82.4 51.2 59-1
Government (net) 383 (6to) (1 022) (92.7) (75.9) (59.5)
Official entities 31 (-168) (-437)
Private sector 1 766 (2 706) (4 470) (77.2) (58.9) (65.2)
Factors of absorption 1 723 2 771 4 550 82.1 127.5 . 64.2
Ouasi-money 267 673 1 017 105.6 91.9 51.0
Deposits in foreign currency 581 1 093 2 092 134.2 153.7 91.4
Longterm foreign borrowing -78 -137 -153 «•• •••
Other items (net) 953 1142 1 594 ... 185.5 39.6




One of the elements of the monetary policy which was affecting the
growth of domestic credit to the private sector and stimulating its. . .  • • t , . . .
increase beyond the limits of prudence was the operation of the mechanism 
of advances to exporters in national currency as a counterbalance to the 
foreign currency they generate. In order to moderate the expansionary 
effects of this system of export prefinancing, certain restrictive measures 
were adopted during the year, above all in October.
Among the chief measures adopted in this field were the following:
(i) an increase in the ...commission rates charged for the provision of funds 
in national currency; (ii) a reduction and unification of the counterbalance 
in pesos paid for the foreign currency; and, (iii) the introduction of 
disincentives for the use, within the system, of foreign currency not 
directly deriving from exports, by means of an increase in the compulsory 
reserve rates on foreign currency deposits and by changes in the authorized 
interest rates for loan and deposit operations in foreign currency.
Other important aspects of the monetary policy applied during the 
year were the following:
(i) The maximum interest rate allowed for non-adjustable national 
currency operations was raised to 90%, applicable for a year in arrears.
This measure increased the flexibility of the real interest rate schemes 
operating in the financial market;...
(ii) The use of open market operations was intensified, resulting in 
a greater fluidity in the buying and selling of Treasury Bonds and 
dissociating them from the existing system of compulsory holding of 
public securities. At the same time, as a compensatory measure, an interest 
rate was temporarily authorized on deposits for reserve purposes held by 
the banks in national currency;
(iii) The reserve rates were fixed at 50% for sight deposits, 35% for 
time deposits for less than a year and 12% for time deposits for a year 
or more. Towards the end of the year the rates for the two latter types 
of deposit were reduced to 30% and 6% respectively but at the same time 
certain operations such as bank acceptances were included in the reserves 
system which were previously not subject to this obligation.
/ ( b )  F is c a l
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(b) Fiscal,trends
In 1977 the deficit of the central Government represented about 8% 
of total expenditure, a figuré considerably lower than that of previous 
years (26% in 1974, 27% in 197^aná 16Í in 1976) (see table 14). "
This reduction is accounted for by the growth in real terms - considering 
the variation in consumer prices - of current income (8%) and a slight drop 
in total spending (2%). This last took place despite the introduction in 
1977 of a policy of reducing the periods of payment to suppliers.
The increase in current income was partly attributable to the measures 
adopted to speed up the collection of taxes and to improve the control of 
tax evasion. Specifically, fines and additional charges for tax arrears 
were introduced and restrictions were placed on the facilities for payment 
usually given tó late payers. There were ho major changes in the structure 
of táx collection. Taxes on foreign trade, on the value added and on liquid 
fuels continued tó represent about two-thirds of total taxation.
The increase in current expenditure was 55%, but there were important 
differences in the evolution of its components. Whereas expenditure on 
wages.and social security rose by 44%, representing the development in 
average wages mentioned earlier, the item referred to as "other current 
expenditure" increased by 78%. Thus, the purchase of goods and services 
increased its share in current expenditure from 14% in 1976 to 20% in 1977.
Public investment in constant currency rose slightly (1%). Nevertheless, 
as in previous years, the investment figures are not very representative, 
since they exclude expenditure on the Salto Grande and Palmar hydroelectric 
projects financed with foreign resources.
In 1977, in order to finance the deficit, recourse was had primarily 
to domestic resources deriving from loans from the Central Bank and the 
Bank of the Republic. This procedure was adopted owing to the relative 
restriction on the net sale of public securities, in contrast to what had 
happened in the period 1974-1976. With reference to external financing the 
amounts recorded were negligible, since the payments made in connexion with 
the Salto Grande and Palmar proj ect s were not taken into account .
/Table 14
- 891 -
URUGUAY: CENTRAL GOVERWENT INCOME AM) EXPENDITURE
Table 14
 Millions of pesos    Animal growth rates_________
1973 1974 1975 1976 1977a/ 1974 1975 1976 1977a/
1. Current income 570 588 1 722 2 938 58.8 67.6 74̂ 7 70.6
Tax revenue 351 555 989 i 6 » 2 771 56.1 67.4 75.7 69.7
Non-tax revenue 19 33 ' 57 89 167 72.6 72.3 57.7 87.5
2. Current exnenditure 372 m . 1 ao4 1 808 2796 90.6 j s *z 50.2 54.6
Wages and salaries and 
social security 
contributions 256 499 m 1 264 1 826 95.2 74.4 45.2 44.4
Other current expenditure 116 210 s s i 544 970 80.5 58.5 63.1 78.5
3* Saving on current account 
(1-2) =2. •î iô rS6 m • •• ' • ••
4. Real investment b/ & 80 m 2S m m s 6§»2 02.6
5. Total exnenditure (2«4) 406 m i j ÿ s 2 047 3 178 94.2 70î8 51.8 55j2
6. fiscal deficit (or surplus) 
(1-5) -36 -202 -363 -226. - m 4S5*3 §9*2 -18*3 -J&l
7. Financing of deficit JÊL J2ÛE J563 32Ê 241 455^ SÛO- -1Û*3 -26a
Domestic financing 25 201 363 30? 226 611.3 80.8 -15.3 83.2
Central Bank and Banco 
de la RepGblica 21 94 95 173 287 1.5 81.7 65.7
Issue of securities (net 
of amortization payments) 10 114 263 127 29 1016.1 131.4 -52.0 -77.0
Other -3 -7 4 8 -90 ••• ' • •• • •• • ••
External financing b/ 8 1 1 18 15 -87.6 -30.0 ' ••• -19.6
8* fjs£?l_4̂ ifiit_as.
- . - - 25.5 1549 7.6
Source: Office of the comptroller, 
a/ Preliminary figures.
b/ Excluding investment with external resources in the Salto QrandS and Palmar projects not yet entered .
/VENEZUELA
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1. The overall picture
In 1977 the economy achieved a high rate of growth for the fifth" year 
in succession. In line with the general trend of recent years, thé expansion 
was due to intensive growth in the domestic sectors of the economy* which 
more than made up for the fall in production of petroleum and iron ore - "die 
two traditional export products - due to poor external demand and to the 
Government’s policy of conserving basic natural resources.
Economic growth was accompanied by a moderate rise in prices and by 
changes in rates of growth in certain productive activities. Perhaps the 
most significant feature of the year was the end of the process of absorption 
of the surplus arising from high oil prices, as indicated by a deficit on 
the current account of the balance of payments and an overall fiscal deficit.
The gross domestic product increased by 8% in 1977 (somewhat more 
than in 1976), while the per capita product rose by almost 5%. A small 
rise in the terms-of-trade index led to a 6% increase in the country's gross 
income. The progress made since 1973 can be seen from the fact that in 1977 
real GDP, per capita GDP and gross income were respectively 38, 17 and 56% 
higher than in 1972 (see table 1).
As far as sectoral developments were concerned, activity in petroleum 
dropped by 1% in 1977, while there was a rise of 9% in the other sectors.
In the previous year the pattern had been slightly different, with rises 
of 1% in petroleum and 8% in the rest of the economy. One of the most 
notable aspects of sectoral activity in 1977 was the growth of a little 
over 10% in the agriculture and livestock sector, after a decline, of almost 
**% in 1976. In addition, manufacturing continued the exceptional growth 
rate it has been achieving since 1974, while for the third year running 
there was an extraordinarily high level of activity in the construction 




VENEZUELA: MAIN ECONOMIC INDICATORS
1972 1975 1974 1975 1976 1977a/
Basic economic indicators 
Gross domestic product at factor cost 
(millions of US dollars at 1970 prices) 13 26Î 14 149 14 97b 15 754 16 923 18 294
Population (millions) 11.5 11.8 12.3 12.7 13.1 13.5
Per capita gross domestic product 
(US dollars at 1970 prices) 1 158 1 195 1 223 1 244 1 292 1 352
Growth rate»
B. Short-run economie indicators
Gross domestic product 3.0 6.7 5.9 5.2 7.4 8,1
Per capita gross domestic product -0.4 3.2 2.3 3.9 4.6
Gross income b/ 3.1 12.5 31.6 -5.6 5.3 6.2
Terms of trade 1.1 20.8 114.7 -8.0 -2.7 1.5
Current value of exports of goods and , services 2.9 49.0 129.6 -19.0 6.1 6.4
Current value of imports of goods and services 16.3 16.9 54.8 35.6 19.5 31,8
Consumer price index
December to December • 3.5 5.1 11.6 8.0 6.9 8.1
Variation between annual'averages 2.9 4.1 8.3 10.2 7.7 7.8
Money 21.1 20.1 43.2 52.4 14.5 24.%/
Wages and salaried • • • 17.8 13.4 10.2 9.3”
Rate of unemployment d/ •  • 0 •  a s ò  • •  ■ 7.2 6.0 5.0
Current income of government 4.8 31.7 165.1 -3.9 —6,8 6.2
Total expenditure of government 5.6 10.3 98.5 9.6 30.1 22.9
Fiscal deficit/total expenditure of government 9.5 8.0a/ 44.%/ 26.4e/ 9.4 a .6
Millions of US dollars
External sector
Trade balance (goods and services) 538 1731 6 499 2 406 1 606 -444
Balance on current account -24 793 5 729 2 237 1 519 -594
Variation in net international reserves 211 612 4 A63 2 711 69 -79
External, debt £/ 1 419 1 539 .1 497- 1 272 2 970
a/ Preliminary figures.
b/ Gross domestic product plus terms-of-trede effect. 
o j Over 12 months to September, 
d/ Percentage, 
e/ Surplus.
f/ Public debt guaranteed by the state, excluding short-term debt.
/R eal growth
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Real growth in the economy was also accompanied by important progress 
in the social field. The national Unemployment rate dropped from 6% in 1976 
to 5% in the first half of 1977, while real wages rose considerably 
(see table 1). Other indicators of social welfare also improved, including 
the rates of general and infant mortality and the number of hospital beds.
In the external sector deficits emerged in 19*77 on the trad® account, 
the current account and the final balance of payments. The deficit on the 
trade and current accounts followed a progressive reduction in 1975 and 
1976 in the surpluses arising from the high oil prices. Thé main cause 
was a veritable explosion of imports, together with stagnation in exports 
sincè 1974 (see table 1).
Faced with a current account deficit and the need to release a 
substantial sum in dollars to fulfil the commitments laid down in the 
official programme of financial assistance to other developing countries, 
the Government decided to borrow heavily on external private markets, thus 
minimizing the use,of its international reserves. As a result the final 
balanee-of-payments deficit - the first since 1966 - totalled only 
7 9 .million dollars. At the end of the year net international reserves, 
though slightly below the 1976 level, still stood at the extraordinary figure 
of over 8 billion dollars, enough to cover almost nine months* imports.
Venezuela considerably increased its external public debt in 1977, as 
a result of the fact that during the year the Government borrowed more than 
2 billion dollars on private markets: twice as much as was borrowed from 
the same sources in 1976 and equivalent to two-thirds of the total external 
public debt at the end of 1976.
Consumer prices increased by 7.8% in 1977, a rate similar to that of 
1976. Inflation, though high compared with historical rates, is surprisingly 
low bearing in mind the extraordinary growth in the money supply in recent 
years (see table 1). The difference between growth in money supply and 
the rise in prices is largely due to the extensive system of retail price 
controls and subsidies and to the huge volume of imports, which caused a 
substantial increase in the domestic supply of goods.
/Data on
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Data on fiscal performance also show that Venezuela has effectively 
absorbed the surplus arising frdm high Oil prices. In 1977 there was a 
fiscal deficit equivalent to 22% of total expenditure, more than double 
the previous year's deficit (see table 1). The deficit, a large part of 
which was covered by means of the external loans mentioned above, occurred 
because there has been a continuous, intensive growth in current expenditure 
and real investment since 1974, while income has declined slightly since 
that year.
Further evidence of the change in the public finances was provided by 
the fact that in 1977 the Government made Ho transfers to the Venezuelan 
Investment Fund (FIV), which between 1974 and 1976 received 23 billion bolí­
vares of fiscal surpluses. Nevertheless, the Fund has continued to be very 
active: during the year it authorized loans or capital participations for 
domestic investments totalling 2.4 billion bolívares and disbursed 5.7 billion 
for the same purposes. While no new commitments were made under the 
programme of international financial co-operation, it disbursed the 
equivalent of almost 220 million dollars in fulfilment of commitments 
made in previous years.
2. Evolution of economic activity
(a) Trends in overall supply and demand
As already noted, the economy experienced vigorous growth in 1977 
for the fifth consecutive year. In line with the trend observed in recent 
years, growth in GDP was accompanied by considerable expansion in imports 
of goods and services, which rose 20% in real terms compared with the 
previous year. Greater imports, together with expanding domestic production 
of goods and services, meant that growth in total supply was also 
extraordinarily high (see table 2).
Since 1974 imports have been increasing in importance in total supply. In 
1977 they represented more than 23% of it, as against somewhat less than 17% in 
1973. The much greater role of imports in total supply can be appreciated 
even more clearly if it is remembered that in the period 1974-1977 the real 
increase in imports of goods and services was equivalent to two-thirds of the 
rise in GDP, while the corresponding figure for 1970-1973 was only 14%.
/Table 2
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Table 2
Millions of bolívares Percentage
at 197Ó prices breakdown Growth rates
1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Total supply t 82 532 89 114 98 620 119*5 130.5 7.7 8.0 10.7
Gross domestic product at marker
prices 65 056 69 885 75 546 100.0 100.0 5.2 7.4 8.1
Imports of goods and services b/ 17 476 19 229 23 074 19*5 30.5 18.2 10.0 20.0
Total demand 82 532 89 114 98 620 119*5 130.5 7*7 8.0 10.7
Domestic demand 72 881 79 452 89 184 94.0 118.0 13.4 9.0 12.2
Gross domestic investment 23 695 25 891 00 9 27.0 e e o 15.3 9.3 990
Gross fixed investment 20 720 25 818 30 465 22.0 40.3 25.6 24.6 18.0
Construction
Machinery and equipment
Public 10 023 12 227 7.0 O O « 58.5 22.0 909
Private 10 697 13 591 9 9 «  . 15.0 090 5.1 27.1 • 999
Changes in stocks 2 975 73 009 5.0 999
Total consumption 49 686 53 561 58 719c/ 67.0 77.7c/ 13.6 7.8 9«6cy
General government 10 986 12 559 13 563 13.4 18.0 14.5 14.3 8.0
Private 38 200 41 002 45 156 53.6 59.7c/ 11.9 7.3 10.1c,
Exports of goods and services b/ 9 651 9 662 9 436 25.5 12.5 -22.0 0.1 -2.3
Sources; 1970-1976« CEPAL calculations on the basis of figures from the Central Bank of Venezuela* 
1977« CEPAL estimates bn the basis of official data* 
a/ Preliminary figures*
b/ The figures for exports and imports of goods and services were taken from balance-of-payments data 
expressed in dollars at current prices, which were converted to constant 1970 values by deflation, 
using indexes calculated by CEPAL for the purpose* 
c/ Including changes in stocks*
/The sharp
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The sharp increase in the marginal import coefficient in the past four 
years is due in part to the high foreign content of the ambitious programme 
of public, investment' .«Bid" to the inability of the domestic productive sector 
to cope fully with the gr^ihg domeetic oonsungition of goods and services, 
especially those with high indome elasticity.
Among the components of total demand, the growth rate of capital 
formation, although lower than in the.period 1975-1976, remained at a very 
high level (18%) in 1977. Rapid expansion in gross fixed investment in 
recent years has led to: an exceptionally high investment ratio of 40%, 
nearly double the 1970 figure. The principal stimulus to investment was 
the strong dynamic effect of the public:sector on the economy as a whole 
through the implementation of projects in the fields of basic industries, 
agriculture, electricity, road and port infrastructure and urban development. 
Furthermore, construction in both the public and private sectors achieved 
very high levels, as in the two preceding years. In 1977 construction 
activity was concentrated in the interior.
Domestic consumption in the private sector continued the 
which began in 1974. It increased by 10% in real terms in 1977, 
with an annual average Of 11% from 1974 to 1976 and only 3% between 1970 and 
1973. Government consumption also showed a high growth rate (8%), although 
this was a good deal lower than between 1974 and 1976, when the average 
annual rate was almost 16%. Overall consumption has grown at ah annual 
average rate of 11% since 1974-j while average growth,-in per capi 
has been at the high rate of nearly 8%.
In contrast with the expansion of the,domestic sector, refe 
activity in the external sector have continued to decline. In 
• volume of exports dropped by 2% after an. annual average fall of 
1974 to 1976. The performance of exports reflects a fallin the 
output from the national oil industry, as a result of which the 
exports in total demand was only 10% in 1977, compared with 20%
Table 2 also shows the impact of high oil prices on the Vs 
economy. While the relation between volume of exports and GDP 
between 1970 and 1977, the volume of imports rose from 20 to 31% over the 
same period.
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(i) Petroleum. The product of the petroleum sector dropped by 1% in 
real terms in 1977, thus continuing the decline which has been observed since 
1971 and which has led to a fall in the contribution of the sector to real 
GDP 22% in 1970 to only 10% in 1977 (see table 3). The contraction is 
largely a result of the Government's policy of conserving basic resources, 
but reduced world demand for oil since 1974 has also been a contributing 
factor.' "
In 1977 extraction of crude petroleum fell by almost 3% with a drop 
in the daily average from^2.3 million barrels in 1976 to 2.2 million in 1977.
In 1977 oil refining fell by 1% 1/ to about 968,000 barrels a day. 
Venezuela's refining capacity is 1.6 million barrels a day (first-stage 
separation).
The total volume of petroleum products exported dropped by 6%,in 1977. 
Exports of crude, which fell by 3%, included 33% of heavy crude, compared 
with 27% in 1976. This higher proportion of heavy crude was the result of 
a national policy for conservation of medium and light crudes, which are 
relatively scarce in Venezuela and command a higher price internationally.
It should be noted that the reduction in the volume of refined petroleum 
exported is substantially larger than the drop in production, partly 
because of rising domestic consumption of petroleum products (see table 4).
The rise in consumption of medium-octane and high-octane gasoline was 
especially marked in 1977, with growth rates'of 17 and 21% respectively. In 
order to meet increasing domestic demand for gasoline while ensuring that 
the country will not become obliged to import it in coining years, it was 
decided to change the pattern of refining in the oil industry, and during 
1977 projects were Initiated Which will expand refining capacity by 53,000 
barrels by 1980.
(b ) S ecto ra l developments
1/ The discrepancy between this figure and that given in table 3 is 




VENEZUELA« GROSS DOMESTIC PRODUCT, BÏ KIND OF ECONOMIC ACTIVITÏ, AT FACTOR :ost




1975 1976 1977a/ 1970 1977a/ 1975 1976 1977a/
Agriculture 4 469 4 296 4 745 7.5 6.5 7.0 -3.8 10.4
Petroleum 7 118 7 186 7 095 22.2 9.7 "22.0 1.0 -1.3
Extraction 5 691 5 608 5 457 18.5 7.5 -21.0 -1.5 " -2.7
Refining 1 427 1 578 1-638 3.7 2.2 -25.8 10.6 3.8
Mining (excluding petroleum) 874 764 691 1.4 0.9 -4*1 -12.6 —9.6
Manufacturing 7 988 8 877 9 720 11.3 13.3; . 11*4 11.1 9.5
Construction 3 746 4 402 5 150 3.8 7.1 18.0 17.5 17.0
Subtotal goods 24 195 25 527 27 401 46.2 37.5 -1.5 5.5 7.3
Electricity, gas and water 1 428 ,1 571 1 713 1.7 ' 2 *5 17.1 10.0 9.0
Transport, storage and communications 7 911 8 766 9 818 10.9 13.5 j 10.1 10.8 12.0
Subtotal basic services 9 339 10.537 11 531 12.6 15.8 11.1 10.7 11.5
Commerce, restaurants and hotels ? 507 8 049 8 653 11.0 11.8 12.9 7.2 7.5
Financial institutions, insurance 
and real estate 8 718 9 528 10 431 12.9 14.3 5.6 7.0 11.8
Community, social and personal services 12 914 13 998 15 114 17.3 20.7 9.7 8.4 8.0
Subtotal other services 29 159 51 575 34 198 41.2 46.7 &£ r ¿27 9.0
Total gross domestic product b/ 62 384 67 014 72 445 100.0 100.0 5.2 7.4 8.1
Sources« 1970-1976« CffAl calculations on the basis of figures supplied'by the Central Ba 
1977« CEPAI estimates oaths: basis ef. official infbaaation. ;
&/ Preliminary figures«
b/ As the individual activities and the totals were calculated independently, the sum of 
not correspond exactly with the latter.





VENEZUELA: SOME INDICATORS RELATING TO PETROLEUM AND IRON ORE
Growth rates
1974 1975 1976 1977a/ ----------------- ----
1975 1976 1977a/
1» Petroleum (millions of 
barrels)
Production 1 516 1 172 1 198 1 170 -22.7 2.2 -2.3
Crude petroleum 1 oao 856 840 817 -20.7 -1.9 -2.7
Refined petroleum 436 316 358 353 -27.6 13.4 -1.4
Exports 1 022, 761 788 756 -25.5 3.6 —6.4
Crude petroleum 645 537 502 486 -16.7 —6.7 -3.2
Refined petroleum 377 224 286 252 -40.5 27.8 -12.2
Domestic consumption of 
refined petroleum 91 89 94 101 -2.2 5.7 7.2
Reserves 18 568 18 395 18 229 17 995 -1.1 -1.1 -1.1
Theoretical life of the 
reserves b/ (years) 17.1 21.5 a.7 22.1 25.7 0.9 1.8
Gas
Production (millions of 
cubic metres) 46 426 36 008 37 135 3? 512 -18.1 -2.4 1.1
Utilized (90 79.0 89.0 92.0 93.0 12.6 3.5 0.8
Wasted (90 21.0 11.0 8.0 8.0 -46.7 -27.4 -8.5
Iron ore (millions of 
metric tons)
Production 27.0 25.0 18.0 13.0 -7.5 -29.0 -27.3
Exports 26.0 21.0 17.0 12.0 -18.9 -17.6 -31.2
ureei President of Venezuela, Mensaje al Congreso de la RepGbliea, March 1978.
ja/ Preliminary figures«
b/ Reserves divided by production in the-corresponding year.
/Production of
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Production of natural gas reached 37.5 billion cubic metres - a rise 
of 1% over 1976. In pursuance of official measures for the conservation 
of resources, only 8% of total production was flared off, compared with 
21% in 1976. In order to make even better use of the gas resources, in 1977 
the Government approved four projects for gas compression and transport 
facilities with a capacity of 6 million cubic metres a day. In addition, 
work continued on studies with a view to the establishment of two plants 
for extracting liquid hydrocarbons from natural gas, each with an approximate 
production capacity of 3,700 cubic metres a day.
As a result of investment in the petroleum industry in 1977, 430 wells 
were drilled. Of the total, 405 proved to contain petroleum and 1 gas;
11 were dry, while 13 were used for injection of fluids. Drilling of wells 
increased by 25% over 1976, which in turn had shown a rise of 28% over the 
previous year.
Taking into account the volume extracted and the new discoveries made 
during the year, remaining reserves of petroleum were estimated at 17,995
million barrels at the end of 1977, reflecting a drop of 1% compared with
1976. Since the drop was smaller than the drop in production of crude, the 
theoretical life of the reserves increased a little, to just over 22 years.
The effect of the Government's conservation measures can be gauged if it is 
remembered that in 1970 the theoretical life of the reserves was estimated 
at only just over 10 years.
The financial balance of the petroleum industry was satisfactory in
1977, despite an increase of over 7% in operating costs. The increase was 
due to rises of more than 11% in wages and salaries under the new collective 
contract, about 8% in payments to foreign companies for technological 
assistance,2/ almost 5% in statutory payments to the co-ordinating enterprise, 
Petróleos de Venezuela S.A. (PETRQVEN), and more than 11% for various other
aspects of operations. As a result of an improvement in sales prices and
lower payments of income tax, the net profit of the domestic subsidiary 
enterprises rose from just over 1,050 million bolívares in 1976 to 5,450 
million in 1977. These profits will enable them to invest heavily in the 
coming years in exploration, raising capacity, changing the pattern of refining 
and modernizing the industry.
2/ Payments to foreign oil companies by domestic industry amounted to 
0.83 bolívares per barrel.
/(ii) Mining.
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(ii) Mining. The real product of mining, excluding petroleum, fell 
by almost 10% in 1977. This third successive year of contraction in this 
sector (see table 3) was basically due to an appreciable fall in production 
of iron ore, from 27 million metric tons in 1974 to 13 million in 1977.
The drop in 1977 compared with 1976 was 27% (see table 4). The reason for 
the contraction was lower levels of activity in the world iron and steel 
industry from the second half of 1975 onwards.
Exports of iron ore fell by 31% in 1977. However, domestic Sales 
increased substantially (50%) as a result of the initiation of production 
by a briquette plant and a pellet plant. Nevertheless, less than 3% of 
production of iron ore is destined for the domestic market.
(iii) Agriculture. According to preliminary estimates, the agricultural 
product rose by more than 10% in 1977, thus amply compensating for the fall
of nearly 4% in 1976. Since 1974 output from the sector has grown at an 
annual average rate of about 5%, with per capita growth slightly above 1%.
While livestock raising and fishing expanded at fairly high rates in 
1977, greatest growth was recorded in the crop farming subsector (see table 5). 
This performance was due to a substantial increase In the area cultivated 
(15%) and a rise in productivity (5%), linked to favourable climatic conditions 
and the policy followed by both public and private agencies of providing 
substantial finance to the sector. It should be added that much of the 
publicly provided finance was granted on very favourable terms.
Some crops, such as rice, maize, beans, sesame, potatoes and cocoa, 
production of which had fallen in 1976, showed substantial rises. Others, 
including sorghum and yuca, which have been gaining in importance as raw 
materials for domestic industry, enjoyed continued expansion. There were 
falls in output of cotton, coffee, sugar cane, peanuts and some green 
vegetables.
The intense onset of summer, in the first few months of the year, which 
had a favourable effect on agricultural crops, seriously harmed output of meat-, 
and milk. Cattle slaughtering was down almost 10%, and it was necessary 
to resort to imports from Colombia and various Central American countries to 
meet growing domestic demand. Production of pigs and goats rose markedly in 




VENEZUELA: INDICATORS OF AGRICULTWAL PRODUCTION a/
197* ' 1975 1976 1977a/
Growth rates
1975 1976 1977a/
Crop farming production (thousands of 
tons)
Cereals 885 1 087 933 1 633 22.9 -l*.l 75.0
Leguminous grains 38. *2 *5 .56 11.2 ■ 8.1 23.0
Roots and tubers 583 601 630 703 3.0 5.0 11.5
Textiles and oil-seeds 3*1 3*3 312 360 0.5 -9.1 15.*
Fruit 1 523 1 *65 1 559 1 773 -3.8 . 6.* 13.8
Green vegetables 205 225 259 237. 8.6 16.5 —8.6
Coffee, cocoa and others 6 355 5 952 6 219 5 606 , -6.3 *.5 -9.9
Stock-raising production
Milk (millions of litres) 1 100 1 187 1 157 1 206 7.9 -2.5 *.3
Cattle (thousands head) 1 3*5 1 *75 1 *3* 1 510 9.7 -2.8 5.3
Slaughtering 1 099 1 160 1 005 907 5.5 -13.* -9.7
Increase in numbers 2*6 316 *29 603 28.3 . 36.0 *0.5
Pigs (thousand heed) 1 2*8 1253 1 372 1 *8* 01* 9.5 8.2
Slaughtering 1 023 1168 1 276 1 336 l*.l 9.3 . *.7
Increase in numbers 225 8* 96 1*8 —62.6- l*.l- 5*.*
Poultry (millions) 97 109 119 121 11.7 9.6 1.8
Eggs (millions) 1 627 1 7*3 1 822 1 866 7.2 *.5 2.*
Goats (thousand head) 377 *17 *50 *91 10.8 7.7 9.1
Source: President of Venezuela, Mensaje al Congreso de íá RepSblica, March 1978. 
a/ Preliminary figures.
/During the
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During the first half of 1977 difficulties arose in the supply of food 
and agricultural raw materials for industry, because of the low output of 
many items in 1976. In view of this situation, in April 1977 the Government 
lifted restrictions on imports of food and exempted them from taxes and 
from fees for customs services. As production levels .recovered, supply to 
the domestic market began to return to normal during the last few months of 
the year.
The fact that domestic production was inadequate to meet the increased 
demand had a great influence on price levels for domestically produced 
agricultural products and inported foodstuffs.
Producer prices for agricultural goods rose considerably compared with
1976, with an estimated increase of just over 16%. This was basically due 
to rises in the prices of products not subject to controls, such as fruit 
(41%), roots and tubers (25%) and green vegetables (16%). Minimum prices
in the "coffee, cocoa and others" group increased by 36%. Prices of livestock 
products also rose, by,.8%.
During 1977, under the programme for the importation of products of 
agricultural origin, 1.6 million metric tons of products worth 440 million 
dollars were purchased. The main products imported were maize, sugar, milk 
powder and sorghum. , The total value of these imports, which represented an 
increase of 16% over. 1976, was equivalent to 33 dollars per head.
Agricultural finance by the official agricultural banks increased in
1977. Allocations by the Instituto de Crédito Agrícola and the Banco de 
Desarrollo Agropecuario totalled 3.8 billion bolívares, an increase of 100% 
over 1976 (see table 6). The Fondo de Crédito Agropecuario approved 
allocations to a value of 344 million bolívares in 1977, 39% more than in 
the previous year.
New economic policy measures were approved in 1977 to stimulate growth 
in the sector. Special mention should be made of the approval of a law 
authorizing the Fondo de Crédito Agropecuario to borrow from the public up 
to 1.5 billion bolívares in order to prevent exhaustion of its resources and 
consequent cuts in its activities. It was also decided that this fund should 
channel its resources as follows: 40% to the crop farming subsector, 40% 





VENEZUELA* ALLOCATIONS BY THE OFFICIAL A® ICULTtBAL BANKING SYS1EM
Millions of bollvares (h'oifth rates
1974 1975 1976 1977a/ 1975 1976 1977a/
Instituto de Credito Agricola 581 9» 1 065 1 212 63.7 I4nl 11.7
Own resources 483 804 983 1 149 . 66.5 22.3 16.9
Other resources b/ 96 • ■•= 147 102 63 50.0 1-30.6 -38.2
Banco de Desarrollo Agropecuario 657 1 525 796 2 549 101.7 -39.9 220.2
Own resources 559 745 696 1 135 33.1 -6.6 63.1
Other resources b/ 98 580 100 1 414 491.8 -62.6 1 314.0
Total 1 238 2 276 1 881 3 761 83.6 -17.4 99.9
Source: President of Venezuela, Mensaje al Congreso. de la Rep&blioa, March 1978. 
a/ Preliminary figures.
b/ Including credits from the Fondo de Credito Agropecuario.
/ ( i v )  Manufacturing♦
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(iv) Manufacturing. This "Sector, which contributes 13% of the GDP, 
has shown a  high rate of growth since 1974. Preliminary estimates indicate 
that growth in 1977 was a.little above 9%, i.e., slightly lower than the 
1976 and 1975 rates of 11% (see .table 3).
Various factors were responsible for this slow-down, including lack 
of growth in the supply of domestically produced raw materials, especially 
from agriculture, as a result of the drop in domestic output in 1976; the 
shortage of skilled labour; and a reduction in the level of credits allocated 
to industry by the public financial institutions. The activities most 
affected by this situation were agro-industries and some producers of 
intermediate goods.
The consumer goods industries continued to grow strongly. Among 
intermediate goods substantial growth rates were recorded for inputs for 
the manufacture of capital goods, such as basic metals, iron and steel, 
metal products, non-metallic minerals and chemical products.
In the basic metal industries group an iron ore briquette plant, a 
pellet plant and a ferro-alloy plant began operations, offsetting the lower 
output of cast iron and steel from Siderúrgica del Orinoco S.A. (SIDOR).
This company temporarily closed down some of its plants because of expansion 
work being carried out to raise its installed capacity from 1 million to 
5 million tons.
The Aluminio del Caroní S.A. (ALCASA) plant also recorded a drop in 
output, of just over 13%, for the same reason: it is raising its annual 
capacity to 120,000 tons of primary alumnium. Meanwhile, satisfactory 
progress is being made on work to establish the C.A. Venezolana de Aluminio 
(VENALUM) plant, which was scheduled for completion during 1978. The 
capacity of the new plant will be 280,000 metric tons of primary aluminium.
In the chemical branch, the State enterprise NITR0VEN raised output 
by more than 40%, but Petroquímica Venezolana S.A. suffered a reduction of 
almost half compared with 1976, especially in the fertilizers branch, and 
was obliged to resort to imports.
/There was
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There was moderate growth in the capital goods industries: production 
of motor vehicles, the most important such industry, increased slightly, 
but much less than in the previous two years. One reason was that imports
of motor cars and commercial vehicles reached very high levels in 1977.
In 1977 a number of important organizational decisions were taken
affecting the manufacturing sector.
With regard to the State enterprises, mentios should be made of the 
conversion of the Instituto Venezolano de Petroquímica into a limited 
company, Petroquímica Venezolana S.A., which will be closely linked to 
PETROVEN in the supervision and execution of its strategic production 
functions. In addition, the firms Ferrominera del Orinoco and SIDOR were 
authorized to set up an enterprise called C.V.G. International to market 
their output internationally.
In the motor industry various measures were introduced to overcome 
the delay in the motor vehicle parts and components, integration programme 
and to stimulate the industries supplying -motor .industry inputs, especially 
engines and castings. Negotiations were also begun to establish two plants 
to produce six-cilinder gasoline engines. The policy in this field has 
been directed towards production of four-cylinder and six-cilinder (instead 
of eight-cylinder) motor vehicles in order to achieve lower fuel consumption. 
A particularly important event was the signature of Decision 120 of the. 
Commission of the Cartagena Agreement, initiating an ambitious programme 
for the development of the motor industry which includes allocations 
for the manufacture of vehicles and spare parts, a common external tariff, 
trade liberalization and a broad range of agreements for assembly, joint 
production arrangements and complementation.3/
3/ The projects allotted to Venezuela were: one A3 model, with four 
cylinders; two A4 models, with six cylinders; one farm Vehicle 
model; one B3 truck model, between 9 1/2 and 17 tons GVW; one B4 truck 
model of over 17 ton,s GVW; and tractors. Venezuela is to co-operate 
with Bolivia in assembling B1 trucks of up to 5 tons, with Ecuador in 
producing B1 trucks of between 3 and 4 1/2 tons, and with Peru and 
Colombia in producing motorcycles, medium-sized diesel engines and 
axles for heavy and medium trucks.
/The p rin cip al
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The principal features óf finance to manufacturing industry kere a 
fall of about 16% in resources allocated by the principal State credit 
agencies 4/ for medium-term and long-term investment, and the small share 
of the private financial sector in the total. The marked decline in credit 
allocated by the State during the year was largely a result of the exhaustion 
of the financial allocations of the special agencies such as the Fondo de 
Crédito Industrial and insufficient inflows of money from repayments of 
capital iand interest. The branches which absorbed the bulk of the credit 
available were traditional industries, especially food¿textiles, non-metalic 
minerals, basic iron, steel and industrial chemieals.
During 1977 the Venezuelan Investment Fund (FIV disbursed industrial 
credits or grants totalling 3.7 billion bolívares, 47% more than in the 
previous year. Almost 50% of the funds approved were -destined for the SIDOR 
expansion and modernization programme, and a further 20% for VENALUM; the 
remainder went to ALCASA and Various projects for the production of gold, 
cement, high-quality steel, merchant Vessels, salt, pulp and paper.
Finally, various industrial enterprises were set Up in 1977 to carry 
out important basic projects. Special mention should be made of the 
Interalumina firm, with capital Of 750 million bolívares, 85% contributed 
by the State and 15% by the Swiss company which is to supply the technology. 
The alumina production capacity will be 1 million tons a year, to supply 
the ALCASA and VENALUM primary aluminium plants, and the surplus amounting 
to 15% of production will be exported. It was initially planned to import 
bauxite from certain Caribbean countries, but in the middle of the year a 
large deposit was discovered in Bolivar State with high bauxite content and 
low levels of impurities. According to preliminary estimates, the reserves 
exceed 500 million tons, with an alumina content of over 50%. The facilities 
required to mine the deposit and transport the bauxite to Ciudad Guayana, 
where the alumina plant is to be located, should.be ready by 1980.
4/ . The Corporación de la Pequeña y Mediana Indùstria, the Fondo de
Crédito Industrial andl the Corporación Venezolana de Fomento. No 
figures were available fór tbe.Banco Industrial de Venezuela.
"> ■ - /(v) Construction.
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(v) Construction. In 1977 construction expanded at a high rate (17%) 
for the third year in succession „(see table 3). The continued growth was 
basically due to the increasing number of public sector infrastructure and 
industrial projects provided for in the Fifth National Plan. Most of the 
expansion was in the interior of the country.
The strong growth in the sector in 1977 led, as it had done in the 
previous two years, to a shprtage of materials and skilled labour. In 
order to cope with this situation it was necessary to import cement, 
consumption of which rose by 20% during the year, and other materials such 
as parquet and flooring tiles. Imports of prefabricated houses and other 
buildings also increased. In 1977 imported cement represented 29% of apparent 
consumption, whereas up to 1974 there had been practically no cement 
imports.
The shortage of skilled labour was partly remedied by importing large 
quantities of machinery and equipment. In addition, an agreement was 
signed with the Intergovernmental Committee for European Migrations (CIME) 
under which 2,000 highly skilled workers from Spain, Italy and Portugal 
are to immigrate to Venezuela.
Construction of housiiig by the private sector has greatly expanded in 
recent years. In 1977 the number of units built rose by 10%, while there 
was an increase in value of nearly 19%. The corresponding figures for 
1976 were 39 and 58% (see table 7).
Various steps were taken in 1977 to redirect the loan policies of the 
Banco Hipotecario and the finance companies in favour of low-cost housing, in 
an effort to reduce the speculation which had become widespread in this 
sector in recent years, with housing becoming so expensive that prices 
sometimes reached 1,500 dollars a square metre, while the prices of offices 
were even higher.
Under the new arrangements, 25% of allocations for housing must be set 
aside for low-cost housing with a unit price of not more than 150,000 bolívares 
(just over 31,000 dollars) and for educational and social welfare 
establishments. A further 25% must be reserved for housing costing not more 
than 250,000 bolívares, and 25% for housing costing 500,000 bolívares or less. 
In addition the rate of profit on sales of dwellings, commercial premises and 
offices for which mortgages have been granted must not exceed 30% of the 
valuation at the time of the initial sale. „ n
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Table 7
VENEZUELA! INDICATORS OP CONSTRUCTION ACTIVITÏ
Growth rates
1974 1975 1976 1977a/......... ...... ....—  ---
1975 1976 1977a/




Value of construction of 
dwellings by the private sector 
(millions of bolívares)
"■I ' ' ' ■*■■■■' " 1
Sourcet President of Venezuela, Mensaje al Congreso de la República, March 1978«
a/ Preliminary figures.
55 778 61 383 , 67 696 65 119 10.1 1Q.3 -3.8
31 405 35 380 31 491 25 210 12.7 -11.0 . -19.8
24 373 26 003 36 205 39 909 6.7 39*2 10.2
1 970 2 990 4 715 5 589 51.8 57.7 18.5
/ ( c )  Employment
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(c) Employment
The vigorous growth of the Venezuelan economy has brought with it a 
marked improvement in employment. In 1977 employment levels rose by 5%, a 
rate roughly equal to that of 1976, while unemployment dropped from 6% in 
1976 to 5%.
Employment grew most in construction, transport and finance. It 
continued to fall inelectricity, gas and water, and remained constant in 
the agricultural sector (see table 8). Employment in agriculture has been 
showing a long-term downward tendency despite a relatively large increase in 
output. This is because greater mechanization and more intensive use of better 
farming techniques have displaced part of the labour force to other 
activities.
The.unemployment rate dropped in 1977 in all economic sectors except . ... 
electricity, gas and water, where there was a small increase. Unemployment 
was highest in the construction sector (10%), as has traditionally been the 
case. In regional terms, the highest rates of unemployment occured in the 
Zulia and North-East regions (6.1 and 6.9% respectively). In contrast, 
unemployment in the metropolitan area was very low, at 4.7%.
In addition to the sharp increase in employment, there has been a 
marked improvement ip recent years in certain demographic and health 
indicators,. The mortality and infant mortality rates fell from 6.8 and 
53 per thousand in 1973 to 6 and 42 per thousand respectively in 1977. Over 
the same period there was an appreciable increase in the number of hospital 
beds and vaccinations (see table 9).
3. The external sector
(a) External trade
(i) Trade in goods. In 1977 the surplus on trade in goods continued 
its decline from the peak attained in 1974 as a result of the extraordinary 
change in world oil prices. In 1977 the surplus was 1,115 million dollars,
61% less than in 1976 and 84% less than in 1974. The fall in the surplus 
in 1977 was due, as in the previous year, to relatively slow growth in 
exports together with a veritable explosion of imports (see table 10).
/Table 8
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table 6
VENEZUELA: EVOLUTION OP EfFLOWENT AND UNEfPLOÏKENT
Employment Unemployment
Thousands Growthra te s Thousands
Percentage o f  the 
labour force
1975 1976 1977 1976 1977 1975, 1976 1977 1975 1976 1977
1. Production of Roods 1 517 1 595 1677 5.1 5.2 90 84 5.6 5.8 ; 4.8
Agriculture 682 695. 695 , 1.9 - 19 18 14 2.7 2.5 2.0
Mining 45 43 46 4.9 7.5 » . 2 2 2 4.8 4.6 4.2
Manufacturing 537 577 607 7.3 5.2 31 4o 32 5.4 6.8 5.0
Construction 254 280 329 10.3 17.6 38 38 .  # 13.0 11.8 9.9
2. Basic services 2#) 252 271 ¿.0 7.4 14 12 10 5.7 4.7 3.6
Electricity, gas, water 43 41 38 -6.0 -6.7 2 2 2 5.3 3.6 4.0
Transport and 
communications 197 . 211 233 7.5 10.1 .. 12 11 8 5.7 4.9 3.5
3. Other services 1 798 1 881 5.7 4.6 128 94 82 7.0 5.0 4.2
Commerce 646 673 699 4.2 '3.8 38 34 30 5.6 4.8 4.1
Finance 123 136 150 10.8 9.8 8 7 7 5.7 5.0 4.5
Other services 927 985 1 029 6.2 4.5 39" 40 36 4.1 3.9 3.7
Unspecified 5 3 4 -30.0 6.1 43 13 9 90.1 80.1 71.7
4. Persons seeking work for 
first time ooo OOO ooo OOO ... 2 L 30 24 OOO , OOO ooo
Total 3 459 3 645 3 829 5.4 5.0 270 234 200 7.2 6.0 5.0




VENEZUELA! SOME ISaCGRAPKZC AND HEALTH INDICATORS
1975 1974 1975 1976 19770/
Mortality rate (per thousand) 6.8 6.5 6.2 6.2 6.0
Infant mortality rate (per thousand) 55.0 45.7 45.7 44.5 42.0
Number of hospital beds b/ 56 427 56 207 58 026 58 322 41 967
Vaccinations (millions) 7.8 8.0 6.9 8.6 8.5
Polio vaccinations 5.6 2.7 2.8 2.8 2.7
Source» President of Venezuela, Hensaje "al Congreso de la Republic«, March 1978.





VENEZUELA« BALANCE 5F PAïMENÎS 
(Millions of BS dollars)
1972 •1973 1974 1975 1976 1977
torrent account
Exports of goods and services 3 *25 5 105 11 721 . 9 489 10 071 10 713
Goods FOB 5 153 4 701 11 085 8 832 9 419 9 902
Services 272 404 636 657 652 811
Transport 105 163 310 274' 132 250
Travel ■ 73 119 174 180 219 240
Imports of goods and services 2 887 3 374 5 222 7 083 8 465 11 157
Goods FOB 2 223 2 626 4 100 5 461 6:544 8 787
Services 664 748 1 122 1 622 1 921 2 370
Transport 317 342 468 776 1 030 1 380
Travel 182 198 289 420 560 590
Net payments of profits and interest on 
foreign capital -473 "855 -640 -23 105 65
Profits -456 -831 -819 -448 -279 -275
Interest -17 -2 179 425 ■ 384 ' 340
Net private transfer payments -89 -105 -130 -146 -192 -as
Balance on current account -24 793 5 729 2 237 1 519 -594
apital account
Net external financing (a+b+c+d+e) 24 -793 -5 729 -2 237 -1 519 594
(a) Net external non-compensatory capital -132 212 -560 714 »3
Direct investment -376 -85 -343 355 -628 -
Long- and medium-term loans 236 212 140 314 1 504
Amortization payments -111 -132 -311 -323 -605
Short-term liabilities 124 223 18 398 303 > 515
Official transfer payments -5 -6 -64 -30 -61
(b) Domestic non-compensatory capital or assets -126 -38 -446 -632 -3 282
(c) Errors and omissions 455 -355 -260 392 1 519
(d) Allocation of SDRs 38 - - - -
(e) Net compensatory financing
(minus sign signifies an increase) -211 -612 -4 463 -2 711 -69 .79
Balance-of-payments loans, trade arrears, 
IMF loans, and other liabilities of the
monetary authorities - - 8 4 8 ««•
Amortization payments -3 -2 - - - 00«
Variation in gross international reserves
(minus sign signifies an increase) -207 -609 -4 471 -2 715 -77 0*0
Foreign exchange reserves
(Minus sign signifies an increase) -169 -609 -4 120 -2 221 64 0 00
Gold reserves
(minus sign signifies an increase) «a m, -349 -490 -139 000
SDRs
(minus sign signifies an increase) -38 ■* -2 -4 -2 OO0
Sources! 1972-1976» International Monetary Pond, Balance of Payments Yearbook« vol. 28, December 1977.
1977» CEPAL, on the basis of official statistics.
/The value
915 -
The value of e x p o r t  in 1977 , at 9.9 billion dollars, was 5% higher 
than in 1976. This figure, though below that of 1974, is more than double 
that of 1973. Growth inexports in 1977 was accounted for wholly by a 
12% rise in the unit price of sales, since volume fell by 6% (see table 11).
The value of exports of petroleum, which make up 95% of total income 
from exports, increased by almost 6% in 1977, compared with 4% in 1976.
The moderate increase in sales was the result of a rise of about 11% 
in the average sales price, which more than offset a drop of 6% in the 
volume exported. Iron ore, the second most important export product, fell 
29% in value, principally because of a lower volume of sales abroad.1
Noin-traditional exports have shown a definite tendency to expand 
since 1972. In value terms they increased by 13% in 1977, and average 
anriiial growth f6r the period 1972-1977 was almost 19%. Nevertheless,' their 
share in .total exports has remained small, reaching only a little over 3% , 
in 1977, which is more or less the same share as in 1970 (see table 12).
, Growth in non-traditional exports hais been influenced by the policy 
of incentives applied by the Government during the present decade, especially 
as regards financing. The year 1970 saw the promulgation of the Export 
Incentives Act and the establishment of the Export Financing Fund, whieh 
functions as part of the Central Bank.5/
According to Central Bank figures, the -value,jof goodsse?cportsd under 
the incentives scheme in the first half of 1977 was 97 million dollars, while 
the value of the incentives was 19 million dollars. The non-traditional 
exports which have shown greatest growth in the past few years are 
petrochemicals (explosives, ammonia, carbon balck, urea), metal manufactures 
and machinery (aluminium and steel tubes) and food products (shellfish, 
fish and vegetables), which together make up about half of all non-traditional 
exports.
5/ The first such Act instituted a single incentive system for exports 
of non-traditional goods based on value added to the export product. 
The second Act set up a fund to carry out short-term, medium-term 
and long-term financing operations, to effect fixed investment in 
exporting enterprises and to provide them with working capital and 
finance to cover exporting costs (freight, insurance, etc.).
/Table 11
Table 11
VENEZUELA! MIN INDICATORS CF FOREIÒÌ TRADE










Purchasing power of exports of goods
Purchasing power of exports of goods and 
services ■
1972 ' 1973 19P4























177.6 173.8 ' 165.9
Soureet CEPAL, on the basis of official figures.
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Table 12
VENEZUELA* VALUE AND BREAKDOWN OP EXPORTS OF QÖODS (PQB)
Millions of dollars Percentage Growth rates
breakdown
1974 1975 1976 1977 1970 1977 1975 1976 1977
Principal exports





Sources» Central. Bank of Venezuela and Institute de Coaerclo Exterior« 
a/ Calculated on the basis of the sale price of petroleum. " ■
11 035 8 716 9 117
10 762 8 493 8 861
273 225 256
214 255 301
11 249 8 973 9 418
9 563 96.8 96.6
9 381 94.1 94.7
182 2.7 1.9
339 3.2‘ 3.4








Imports of goods, for their part, recorded an exceptional increase 
for the fourth consecutive year. In 1977 a rise of 34% brought their value 
to more than three times the 1973 level. The greater part of the increase 
was due to higher volume, since the unit price rose by 10%. The rise in 
the volume of imports in 1977 was much higher than in any other year of the 
present decade except 1974 (see table 11).
- In 1977, as in the previous year, the large volume of external trade 
led to serious congestion in all the country's ports, which lessened only at 
the end of the year when various projects to expand the principal ports 
were completed.
The extraordinary increase in the value and volume of exports was a 
result of growing overall domestic demand. This, in turn, was stimulated 
by requirements of equipment and machinery for the implementation of the 
Government's ambitious programmes in industry and basic infrastructure. 
Moreover, as already noted, there were substantial imports of food products 
- amounting to more than 440 million dollars - to offset the fall in 
agricultural production in 1976. Finally, imports of luxury goods also 
rose considerably. For example, more than 40 million dollars worth of 
whisky was imported, as well as about 10,000 luxury motor cars worth 
roughly 70 million dollars.
In addition 5,000 pick-up trucks, 3,000 heavy and medium trucks and 
5,000 buses were imported with a total value of more than 60 million dollars.
If imports of unassembled vehicles and parts and components are added to 
imports of assembled vehicles, the total value comes to the large sum of 
about 750 million dollars, or nearly 9% of the total value of imports.
The structure of imports also changed in 1977, with increases in the 
shares of capital goods and food products (see table 13). As far as origin 
is concerned, a very high proportion of imports (47%) came from the United 
States, which is also the main market for Venezuela’s exports. Other countries 
of origin were the Federal Republic of Germany (8%), Italy (6%), the United 
Kingdom (4%), Canada (4%), France (3%) and Spain (3%).
/Since the
-919 -
Since the rise in the unit price of imports was slightly smaller 
than that for exports, the terms of trade improved by just over 1% in 1977. 
The absolute level of the terms-of-trade index was 9% below the 1974 figure, 
but more than double .the^figure for 1972 (see table 'll). As a result, ‘ 
although Venezuela hasexperienced a deterioration in its terms of trade 
since 1974, its relative position Continues to be very favourable.
However, a more serious deterioration in external trade is revealed 
by another indicator - the purchasing power of exports. In 1977 this 
index stood 35% below the high point reached in 1974 and only. 60% above its 
1972 level. The worsening since 1974 reflects both the evolution of the 
terms of trade and the lower volume of exports.
(ii) Services. Since 1974 the deficit on the services account has 
increased at a rapid rate. In 1977 the deficit rose by almost 23% to 
1,560 million dollars, ¿ore than four times as high^àsPlâr ”1973.
This rapid increase is atrributable to higher payments for transport, 
largely due to the greater volume of imports, and for travel abroad by 
Venezuelans (see table 10). The growth observed for travel in the four 
years 1973-1977 reflects a significant increase in expenditure per traveller: 
total payments rose by 200%, while the number of travellers was only 35% 
higher.
If the balance on services is added to the balance on goods the total 
external trade deficit in 1977 was 444 million dollars, an unprecedented 
sum in the modern history of the country.
(b) Factor payments, transfers and the current account balance
For the second year running Venezuela recorded a surplus on factor 
payments. The surpluses, which are unusual for a developing country, derive 
from lower remittances of profits, as a result of the nationalization of the 
foreign oil companies, and higher income in the form of interest on financial 
investments abroad. However, in 1977 the surplus was 38% smaller than in 
1976, following a fall in net income from payments of interest. The reasons 
were a rise in interest paid on the external debt and lower income from 
investment in assets abroad, since some of the assets belonging to FIV had 




VENEZUELA« VALUE AND BREAKDOWN OF DP CRTS CF CÎOODS (Cff)
’ " ' PercentageMillions of dollars Growth ratesbreakdown .•
197% 1975 1976: 1977 1970 .1977 1975 1976 1977
Consider goods 442 .557 ,.713 15.% 11.5 28.p 27.1 31.1
Interaediate goods 2 570 3 4?4 3 795 >  921 56.0 5&>0 34.8 11.0 34.0
Capital goods 86% 1 %3i 2 035 2 856 26.6 32.5 &3.4 33.8 %1.6
Total 3 876 5 462 6 543 8 787 100.0 100.0 40.1 19.6 34.3
Sooroesi Coltrai Bank of Venezuela and Institute de Comeroio Exterior.
/T ra d itio n a lly  Venezuela
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Traditionally Venezuela has a negative balance on net private 
transfers, and in 1977 this deficit increased by 12% to 215 million dollars. 
Together, the balances Cn externaltrade/fâctbf ^èyÈents and net private 
transfers thus give a large deficit of almost 600 million dollars on the 
current accountin 1977. -This deficit arose after-two years of progressive 
diminution of the surplus. generated by the high oil prices (see table 10).
On only two other occasions in the present decade, 1970 and 1972, has the 
current account gone into deficit, although to a much smaller degree.
(c) The capital account and the balance of payments
There is no information available on the specific composition of flows 
of non-compensatory capital in 1977. However, it is known that the 
Government played an important role in the inflow of capital into, the 
country. Following the strategy instituted in 1976, the Government negotiated 
large loans with fofèign banks and successfully placed bonds on the markets 
of the United States, London ind Japan. - Ta&le l4 gives figures on the 
value of the loans contracted. As can be seen, the total was more than 
2 billion dollars in 1977, almost twice the 1976 figure. The extent of 
the borrowing in 1976 and 1977 can be appreciated more readily if it is 
borne in mind that in 1975 the Government’s total external debt amounted to 
only a little over 1 billion dollars.
There were two reasons for the loans: the requirements of the official 
debt refinancing programme, and the need to finance the ambitious programme 
of investment in basic production sectors. In view of their policy of 
conserving basic resources and the slackness in the world oil market, 
the authorities were fully aware that income from exports would not cover 
all the costs of this programme.
The figures given for government borrowing refer to loans contracted 
and not to disbursements, and therefore do not necessarily correspond to 
the actual inflow of capital under that heading. Furthermore, inflows from 
government borrowing were partially offset by amortization payments on the 




VENEZUELA« BORROWING 1» THE INTERNATIONAL CAPITAL MARKET 
(Millions of US dollars)
Tear Bonds’




1974 ” ' 2 50 52
1975 200 200
1976 ■ 1 129 1 129
1977 458 1 650 2 088




commitments under the official programme of international financial 
co-operation. Net flows of capital to the private sector,, according to 
preliminary information, recorded ,a positive balance after the large deficit 
of 1976, which was largely the result of an outflow of foreign capital 
because of the nationa^zation of the petroleum ijnjdustry. ,
According to preliminary.estimates of the total net movement of 
non-compensatory capital (including errors and omissions), there was a 
positive balance of 515 million dollars in 1977, which contrasted with the 
deficit of over 1.4 billipp dollars in 1976 (see table IQ). However, the 
net flow of capital was insufficient to cover the current account deficit, 
and consequently the balance of payments showed an overall deficit of 
79 million dollars for the first time in 10 years. . ,
In addition to the deficit on the balance of. payments gross international 
reserves dropped 4% compared, with .the previous year* On 31. December 1977 
the reserves totalled, 8.2 billion dollars,.. almost all pf which was in the 
hands of the State. The reserves covered .imports, since they were
equivalent to nearly 9 months’ purchases of goods and services abroad at 
the 1977 rate.
(d) International financial co-operation
During 1977 Venezuela pursued its polity of financial co-operation 
with other developing countries» -This policy,gained particular importance 
as from 1974, when large surpluses began to.accumulate as a result of higher 
oil prices on international, markets. Its principal objectives are the■ '.r-. ^
promotion of international solidarity with .other developing countries in 
order to form a common front to uphold the prices of raw materials; assistance 
for the development of the productive potential of the countries of Latin 
America; stimulation of Latin American integration, and promotion of trade 
between Venezuela and the other countries of the continent.
In accordance with this policy, Venezuela allocated 4.3 billion dollars 
for international financial co-operation between 1974 and 1977,. This figure 
is equivalent to 3.6% of the GDP in the past four years, and shows that the 
country is granting the developing countries much more financial assistance 
than the industrialized' countries, whose contribution,bdpely. reaches 0.7%'Of 
their GDP. ; . ;
■'v 'r;; \ /financial..co-operation
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Financial co-operation is organized through various institutions, but 
the most important are thé FIV and thè Centrai Bank, through which more than 
four-fiftfe of the rôsoiirces are'channelled (see table 15) .
Düring Ì977 financiàl eo-djperation funds committed By the various 
Venezuelan institutions totalled just over 900 million dollars, while 
disbursements amovmted tò 560 million dollars. The total disbursed in the 
period 1974-1977 came to 2.7 billioh dollars.
(fe) External debt ' " '
Figures on the external public èiebt are available only up to the end 
of 1976, when the total debt was nearly 3 billion dollars. About 40% of 
the debt was owed to private banks. As à result o f  government borrowing 
in 1977, there was a considerable increase both in the total debt and in 
the share of private banks.6/
The apparent debt burden in 1976 was light, as is indicated by the 
debt servicing ratio, which was barely 4% (see table 16). However, if 
Venezuela continues to borrow at the same rate as in the past two years, 
the debt and the servicing payments could reach burdensome levels.
The emergence of a trade deficit in the balance of payments, taken 
together with the poor prospects for an immediate rise in world demand for 
petroleum, suggest that if Venezuela does not limit growth of its imports 
it could require increasing quantities ôf finance. This is not to say that 
the country is not in a position to borrow: with international reserves of 
8 billion dollars and prospects of a new flow of foreign currency from 
some of the new projects under way, the country has a clear capacity to 
borrow further abroad. At the same time, the financing will have to come 
in large measure from the private international banks, whose credit terms 
are both severe and sensitive to economic changes both in thé world as a 
whole and in Venezuela. Moreover, the foreign currency yield per dollar 
invested in basic sector projects (and in the oil-bearing area of the 
Orinoco) will be substantially lower than that usually obtained in the 
traditional petroleum sector.
£/ However, taking into account its deposits in the international banking 
system, Venezuela had a net balance of assets with the banking system 
totalling 3.5 billion dollars at the end of the first half of 1977 
(including short-term transactions). See Bank for International 
Settlements, Press Review, 16 November 1977.
/Table 15
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VENEZUELA« INTERNATIONAL FINANCIAL CO-OPERATION 
(Millions of US dollars)
Table 15
Committed Disbursed
, ; 1974- 1974- 1977"* 1976 ‘ 1-977 Total 1976 Total
Multilateral 06-bbérátibh ' } Û5 ..  697 3 612 1 997 253 2 250
1. Central Bai&.sfVenezuela . . . , 89? 580 1 477 809 2 811
International Monetary Fund a/ .. 7*7 560 1 367 782 2 784
Swap with Central America (integration)“ ...5br .••• 50 27 - 27
Andean Fund (integration) b/ .60 • •• 60 • ••
2. Venezuela Investment Fund 1 690 1 695 955 2X9 1 174
World Bank 5Ó0 • • 0 500 500 500
Inter-American Development Bank 500 O 0 0 500 190 100 290
Caribbean Development Bank .25 • •• 25 8 6 14
Central American Bank for Economic '
Integration 40 • 0 0 40 20 40 30
Andean Development Corporation 30 • 00 30 •  0 0 •  0 0
Inter-American Savings and Loan Bank • •• 5 ' 0 0 0 -, 3 3
Central America (petroleum and ooffee) 592 • •• 592 238 100 338
Cafés Suaves Centrales S.A. 3 • 0# 3 • 08 0 0 0
3» Ministry of Finance' 112 ’ 460—¡■»I. • 22 • E 111Caribbean Development Bank 10 • •• 10 10 8 « ° 10
CPEC Fund ’ 112 'ii2 ;'u 1 224 **• ■ 3 2 32
Inter-American Development Bank o/ ' 156 ‘ • •• 156 • 0 0 • •• 0 0 0
OB bond issue if 23 • •• 23 23 • 0 © 23
World Bank bond issue if 23 ••• 23 23 23
Andean Development Corporation bond issue— 23 ••• 23 23 0 0 0 23
4. Ministry of Foreign Affairs 180 • •• 180 153 • «0 153
United Nations Emergency Fund 100 • •• 100 100 • •• 100
United Nations Special Account 80 0 0 0 80 53 0 0 0 53
Bilateral co-operation 375 169 U n U■vTImtma+t 137 309 446
1. Central Bank of Venezuela 125 «• 125 29 76 105
Costa Rica 20 0 0 0 20 10 10 20
Honduras 4 • •• 4 4 • 0 0  , 4
Nicaragua 3 • • 0 3 3 • 0 0 3
Swap with Para 50 50 50 • •• 50 50
Dominican Republic (ordinary and
additional) bf 48 48 48 12 16 28
2. Venezuelan Investment Fund ¿22L 119 310 91 208 298
Costa Rioa 20 • t« 20 20 . » 0 0 20
Peru (deposits and securities) 61 77 138 33 100 133
Jamaica (deposits and eoonomic
co-operation) 50 20 70 36 33 70
Dominican Republic 60 • 0 0 60 • 0 0 60 60
Portugal * 0 0 23 23 15 15
3» Ministry of Finance 53 - 2 11 25 36
Bolivia 22 • •• 22 6 •  0 « 6
Guatemala 6 • • • 6 6 • 0 0 6
Ecuador (bond issue) if 25 • •• 25 • •• 25 25
Instituto de Comercio Exterior 7 0 0 0 7 7 •  0 0 7
Various programmes in the Caribbean 7 • •• 7 7 0 0 * 7
GTand total 3 490 914 4 306 2 135 561 2 696
a/ Oil facility 780 million, subsidy account 7 million and supplementary credit 580 million.
IT/ For economic integration.
£/ Of this, 60 millions corresponds to subscription of ordinary capital.
Source« Venezuelan Investment Fund.
if Through the securities market. /Table 16
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X&ble 16
VENEZUEUtBXHRNAL PUBLIC DEBT a/ 
(Millions of US dollars)
Disbursements at end of year;
1972 1973 1974 1975 1976
External debt 1 419 1 540 1 497 1 272 2,970
Debt servicing 213 310 501 539 409
Amortization payments 149 207 379 . 435 287
Interest 64 103 122 104 i 122
Debt servicing ratio b/ 6.2 6.1 4.3 5.7. .4.1
Sour op'» CEPAt, on the basis of official figures, 
a/ Medium-term and long-term debt, including guaranteed debt. 
y  Debt servicing divided by export revenue in the corresponding year.
/A reduction
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A reduction in the rate of growth of imports - which in absolute 
terms have reached the high level of., 826 dollars per head - by means of 
greater control of non-essential purchases and revision of the investment 
jnro^aimewouldnatio'aliy bring with it a corresponding drop in dependence 
on external borrowing and foreign banks. Indeed, the Government’s next 
task will probably be to seek-a proper balance between investment, 
consumption and growth, on the one hand, and external debt on the other.
4. Prices, wages and salaries
In 1977 the level of prices rose slightly faster than in 1976. The. 
change between annual averages for consumer prices in the metropolitan area 
was 7.8%, compared with 7.7% in 1976, while the change in annual averages 
for wholesale prices was 10.8% compared with 7,2% the previous year. In 
both categories the change from December to December was somewhat larger 
than the change in annual averages (see table 17),
Among the items in the consumer price index, food increased 
substantially more than in 1976, as a result of pressures caused during the 
first half of the year by shortages of agricultural products. Clothing 
rose rather less than in 1976, largely because the Government froze clothing 
prices in July 1977.
In contrast to what'happenedin 1976, the wholesale price index showed 
that prices of domestic products increased by more, than those of imports.
The greatest upward pressure on the index was caused by agricultural 
products, which rose in price by 23.6% in the first 11 months Of 1977, 
compared with 12.4% the same period of 1976, The sharp increase was the 
result of the supply problems which arose in the first half of the year and 
adjustments in the minimum prices for some domestic agricultural products.
In the Principal cities in the interior - Ciudad Guayana, MSrida, 
Maracaibo, Valencia and Puerto La Cruz-Barcelona - the cost-of-living index 
rose faster than in the Caracas metropolitan area. In Ciudad Guayana, in 




VENEZUELA! EVOLUTION OF PRICES
1972 1973 1974 1975 1976 1977
Change between annual averages
Consumer prices a/ 2.9 4.1 8.3 10.2 7.7 7.0
Food 4.9 7.6 12.7 14.7 8.8 12.3
Clothing 2.9 7.7 20.2 17Î0 16.5 10.0
Wholesale prices ; 3.5 ' 6.6 16.7 13.7 7.2 10.8b/
Domestic products 2.7 7.2 ' 16.8 14.3 8.0 13.4
Imported products 4.5 ' 5.7 16.7 12.8 6.1 6.9
9 I from December to December
Consumer prices a/ 3.5 5.1 11.6 8.0 6.9 8.1
Food 7.4 8.1 18.3 8.7 8.2 14.8
Clothing 9.3 7.9 21.8 19.3 10.4 8.3
Wholesale prices 2.7 11.0 19.9 8.2 8.8 12.10/
Domestic products 3.7 12.1 17.0 10.3 7.6 17.0
Imported products 2.1 10.3 21.9 5.4 10.4 5.1
Sources» President of Venezuela, Hensaje al Congrèso de la Repfiblica, March 1976, 1977, 1978; Central Bank of 
Venezuela, Informe econòmico, 1972, 1973, 1974 and 1975. 
a/ Cost-of-living index for the (taracas metropolitan area, 
b/ January to November, 
c/ Change from November to November.
/Apart from
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Apart from special factors such as the shortage of food supplies in 
the first few months of 1977, the inflationary pressure was due to increases 
in monetary liquidity, lending by the banks, and public expenditure. These 
increases in turn generated substantial growth in total demand, which, as 
in previous years, was not offset by a Similar trend in domestic supply.
The Government adopted various measures to hold back price rises and 
improve domestic supply. : -
In 1977 the list of products subject to price controls was extended, 
and the prices of various types of products and services were frozen. The 
effectiveness of thé price control system can be appreciated by comparing 
the behaviour of controlled prices with that of prices subject to market 
forces. For food products included in the cost-of-living index, for example, 
the cumulative changes for the 12 months ending in December 1977 were 
9.2 and 7.9% for regulated and controlled prices respectively, and 15% 
for prices subject to supply and demand.
The other measures adopted in 1977 included the elimination of import 
taxes on various products which were in short supply, the exemption of meat 
and H v e  animals from-payment of customs duties ànd thé granting of priority 
to unloading of agricultural products purchased abroad.
According to Central Bank figures, real wages and salaries rose by 9% 
in 1977. As can be seen from table 18, this change followed even larger 
rises in the period 1974-1976.
5. Monetary and fiscal policy
(a) Monetary trends
The money supply rose by 24% in the 12 months ending with the third 
quarter of 1977, and a roughly similar rate is estimated for the end of the 
year. These figures show a substantial acceleration compared with 1976, 
when the growth rate was 15%, but in 1975 the rate was 52% (see table 19).
The expansion in the money supply occurred principally in the first 
half of the year, as can be seen from the fact that the rate of increase 
in the 12 months to June was almost 29%. The source of the rise was a 
large increase in the net international reserves of the monetary system and 




VENEZUELAi EVOLUTION OF WAGES AND SALARIES
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Source: Central Bank of Venezuela, 
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Source« International Monetary Fond, International Financial statistics, March 1978. 
a/ Balance at epd of September, 
b/ September 1976 - September i977.
/In July
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In July the Central Bank took a number of steps to deal with this situation.
It raised the mandatory level of bank reserves to 75% of deposits of all 
kinds.made by the State, and introduced a further mandatory-reserve level 
equivalent to 42% of the increase in balances of time deposits and other 
non-current: liabilities in foreign currency as* at 30 June 1977, although 
the level was reduced to 35% in the case of demand liabilities in foreign 
currency or demand deposits or liabilities in national currency effected or 
contracted by non-resident natural or juridical persons'. The purpose of 
these measures was to ensure that the banks’ credit capacity should be more 
closely linked to private sources of domestic saving and to limit the 
expansionary effect of the inflow of external financial resources of a 
speculative nature.
At the end of September the money supply dropped slightly in absolute 
terms compared with August, and the 12-month growth rate fell a little as 
against the rate for the immediately preceding months. In view of the smaller 
net international reserves of the monetary system in the third quarter, and 
recognizing the need to increase liquidity in order to bring it in line . 
with the traditional increase in economic activity in the final months of 
the year, the Central Bank decided at the end of October to introduce more 
flexibility into the rules for mandatory reserves. It therefore eliminated 
the additional requirements regaxkiing demand deposits placed by public 
sector enterprises, and extended until February 1978 the period allowed to 
comply with the 75% reserves rule introduced in July, maintaining until 
the end of the year the figure of 65% prevailing in October.
Over the year as a whole the rise in money supply in 1977 was basically 
due to the growth of domestic credit. Credit to the private sector continued 
to increase rapidly, and there was less absorptive effect from net government 
borrowing. On the other hand, exchange rate operations helped to hold 
back the rate of growth in the money supply.
Towards the end of the year there was still a high degree of liquidity. 
The money supply balance of 31.4 billion bolivares in September was more than 
triple the balance in December 1972, and even if price rises are taken into 




A look at the fiscal situation in 1977 shows that central government 
current and capital expenditure, taken together, are beginning to outpace 
the edacity to coyer them with oidipary, revenue. For the second successive 
year continued strung growth in ejqjenditure led to a fiscal deficit, which 
was almost triple the previoust year's deficit and was equivalent to/22%. of 
total expenditure (see'table 20).
The current revenue of the Government rose by only 6% in 1977. Although 
this rate represents a reversal of the downward trend which followed .the 
extraordinary increase in revenue in 1974 as a result of the rise in oil 
; prices, the growth was barely sufficient to compensate for the pace of 
domestic inflation.
The rise in revenue was due to higher tax receipts both from the. 
petroleum sector (5%) and from other sectors (10%). The increase in iqcome 
from petroleum followed two years of decline and occurred despite the 
continuing drop in levels of real activity in the sector. The higher 
rev®aue from other sectors represented a continuation of-the upward trend 
which has been apparent for some time, but stillmakes up o&iy 27% of total 
tax revenue. There is considerable potential for raising* taxation outside 
the petroleum industry, since .non-petroleum taxes were equivalent to only 
5.5% of the non-petroleumproduct in 1976, slightly above the. 5 .2% recorded 
in the two years 1971 and 1972.
Current government expenditure rose by 19%, compared with rates of 
13 and 27% in 1976 and 1975. Expenditure on wages and salaries, which made 
up more than 40% of the total, continued to grow a good deal faster than 
inflation: 17% compared with 20% in 1976 and 17%in 1975.
Capital expenditure continued to expand rapidly. Real investment by 
the central government grew by 37% in 1977, after a rise of 21% in 1976.
There was also an extraordinary increase of 144% in transfers, largely as 
a result of investment by official entities in basic sectors. Financial 
investment, whose growth speeded up after 1974 because of the surplus revenue 
generated by petroleum, dropped by 62% in 1977 as a result of the relatively 




VENEZUELA: CSNnWGOVERNíBNT INCOME AND EXPENDITURE a/
Millions of bolívares Growth rates
1974 1975 1976 1977^ 1975 1976 1977b/
1. Current income 42 559 40 898 38 130 40 506 -3.9 —6.8 6.2
Petroleum c/ 36 451 31 655 28 024 29 434 -13.2 -11.5 5.0
Direct 2 634 3 297 4 182 4 802 25.2 26.8 14.8
Indirect 2 378 3 216 3 778 4 718 35.2 17.5 24.9
Import duties 1 159 1 807 2 165 2 912 55.9 19.8 34.5
Other current income 1 096 2 730 2 146 1 552 149.2 -21.4 -27.7
2. Current expenditure 14 415 18 244 20 667 24 643 26.6 13.4 19.1
Wages and salaries 6 228 7 273 8 704 10 180 16.8 19.7 17.0
Economic subsidies 1 854 1 627 1 159 1 159 -12.2 -28.8 -
Other current expenditure 6 333 9 344 10 824 13 304 47.6 15.8 22.9
3« Saving on current account (l - 2 ) 28 144 22 654 17 443 15 863 -19.5 -23.0 -9.1
4. Capital expenditure 10 835 12 330 13 456 17 848 13.8 9.1 32.6
Real investment 3 461 3 487 4 234 5 778 0.8 21.4 36.5
transfers 4 889 5 062 4 141 10 101 3.5, ,-18.2 144.0
Financial investment 1 995 3 774 5 069 1 929 89.2 34.3 -62.0
Other capital expenditure 490 7 12 40 -98.5 60.8 233.6
5. Expenditure on refinancing operations .. - - 4 292 3 902 -9.1
6. Expenditure on debt servicing 4 269 1 771 3 636 5 301 ’ -58.5 105.3 45.8
7. Total expenditure (2 + 4 + 5 + 6) 29 519 32 345 42 071 51 694 2é ■30.1 22.9
8. Fiscal deficit (or surplus) (l - 7) 13 040 8 553 -3 941 -11 188 -34.4 0)«• 183.9
9. Financing -13 040 -8 553 3 941 11 188
. External 48 77 4 372 8 519
Domestic 193 25 641 2 153
Venezuela Investment Fund -13 000 -7 532 -2 500
Others -281 -1 123 1 428 516
Souroe: CEPAL, on the basis of official statistics.
a/ ihese figures are not comparable to those published in previous issues of the Survey, as a different 
method of calculations has been used, 




As far as other expenditure is concerned, the Government continued the 
operations to refinance the public debt which it initiated on an extensive 
scale in 1976. Expenditure on servicing of the public debt also increased 
sharply in 1977 as a result of greater indebtedness on the part-of the 
authorities and commitments resulting from the nationalization of the 
petroleum industry (see table 20). Payments under this last heading came 
to 1.,358 million bolívares in 1977.
Table 21 gives an indication of the breakdown of total expenditure by 
economic sectors. It can be seen that since 1974 education and agriculture 
have enjoyed high priority. A high proportion of expenditure has also been 
channelled to transfers to decentralized bodies and public debt operations. 
In contrast to some members of the Organization of Petroleum-Exporting 
Countries (OPEC), Venezuela has clearly not channeUéd A disproportionate 
share of its revenues to military expenditure, which has remained moderate 
as compared with total expenditure and even shows a tendency to decline.
The greater part of the deficit inquired in 1977 was covered using 
external loans, but use was also made of domestic borrowing and Treasury 
reserves. No contributions were made to the FIV in 1977, as the surplus 




VENEZUELA» BREAKDOWN CF TOTAL FISCAL EXPENDITURE .
(Percentages)
..I974,. , 1975 1976 ■ 1977
'Basic funetions of State 
administration 12.9 10.6 9.8 10.6
Defence \ • 7.2 ’'5.5... 4,5 5.4
.... Rgdrpcarbons and mining 2.9 3.8 5.3 0.4
Agricolture, 15.2 15.6. 12.3 9»9
; Industry . 6.2 ; • , 7.2 3.6 7.4
Education and science 15.1 17.3 15.6 16.4
Health and social security ; 8,9 8.7 , 8.7 12.7
. - legel andsocial services 1.3 1.6 1.5 1.6"
Transport 8*8 7*4 ' 6.3 10.8
Urbanisation 2.1 1.3 3.1 1.3
Information and tourism 0.3 0.5 0.7 '6.5
Regional agencies 11.7 20.3 14.4 12.1
Debt servicing and refinancing 14.6 5.5 I8.'9 16.3
Total 100.0 100.0 100.0 100.0




ECUADOR: CHALLENGES AND ACHIEVEMENTS OF ECONOMIC POLICY IN THE 
EXPANSIONARY PHASE OF-'THE PETROLEUM INDUSTRY
-fatrodttction ’’
An event of enormous significance for the development of the Ecuadorian 
economy has been the production of oil which started on a large scale in 1972. 
This event, coupled with the rise in fuel prices at the end of the following 
year, brought an unusually iarge inflow of foreign exchange compared with the 
minimal external resources traditionally received by the country.
This situation is therefore the reverse of that commonly found in most 
developing countries, whose insufficient capacity to import is one of the 
most sérioùs limiting factors in increasing capital formation and promoting . 
economic growth
The repercussions of these developments on the Ecuadorian economy are 
the central theme of this study, in which the effects of this sudden change .
, on the various real and financial variables are considered in detail. It also 
examines the different policies followed by the authorities with the aim of 
taking advantage of the country's new wealth to achieve a higher level of 
development and well-being and deal with the pressures deriving from the more 
accelerated growth and other external and internal factors.
The study is divided into four chapters.
The first begins by outlining the broad features and problems of the 
Ecuadorian economy before the production of oil. This is followed by a 
discussion of the salient characteristics of the petroleum industry, the 
contribution it represents to the country in terms of. foreign exchange and 
higher government income, the distribution and use of these resources, the. , 
policies followed by the Government and the programmes and problems involved 
in the country's future development. This chapter ends with,a summary 




Chapter II deals with the main benefits in terms of economic and social 
development which the country has obtained from its petroleum resources.
Thus, its external sector has expanded considerably, not only through its 
petroleum exports but also through its sales of other exportable items and 
the inflow of capital.
The State's additional resources have enabled it to make substantial 
public investments, as well as considerably expanding the services provided 
by government bodies. A large proportion of petroleum receipts have reverted 
to the private sector in the form of subsidies for certain types of 
consumption, lower fiscal taxes and credit from official institutions.
As a result of the production of petroleum, the rate of economic growth 
accelerated and the gross domestic product recorded unprecedented rates of 
expansion. Particularly significant was the growth of manufacturing and 
construction. Agriculture, which had long remained in a backward state, 
under the stimulus of fiscal, credit and price incentives improved its 
performance between 1973 and 1976 hut declined again in 1977. Income seems 
to have undergone a certain redistribution', the middle-income and lower- 
incomè sectors have improved their relative position at the expense of the 
upper 10% and a slight drop for the poorest 20% of the population. Moreover, 
nearly all the indicators of social improvement show progress, although in 
some cases it has been slow and not very visible, especially because of the 
degree of poverty existing in the country at the outset of the petroleum era.
In recent years, bank and financial intermediation services have also 
expanded with the growth of foreign trade, the larger volume of external 
financing and, above all, the greater development and degree of monetization 
which the country's economy has attained.
Chapter III refers to pressures and maladjustments caused by the 
petroleum boom and other factors, which have been reflected in the 
accentuation of thè inflationary process to a point hitherto unkown in Ecuador.
The mangnitude of the process, the effects of imported inflation and 
the pressures deriving from costs are analysed. The changes in total demand 
and monetary aggregates are also reviewed; and inflation is considered as a 
reflection of the disparities in the sectoral growth of the economy.
/The authorities'
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The authorities,’ policies to contain and reduce inflation are dealt 
with in detail, and at the samef time the, main- distortions produced by th e . 
inflationary’process, are indicated, particularly ininterestand exchange 
rates and in certain key prices. - j;  ̂. ^
Chapter IV presents a global appraisal of the policies and future 
prospects. First, the. achievements in the period 1973-1977 are. compared with 
the goals of the Economic Change and Development Plan adopted at the end of 
1972. In addition, optional policies are analysed vis-a-vis the main problems 
faced by theEcuadorian economy. Special'reference is made to; the type of 
economic; development observed and the. role played; in it by the public sector; 
the need to strengthen the; external sector; industrial and agricultural 
development prpspects; and;t:he distribution; of income* Finally; a stannary is 
given of the main investment projects the Government proposes too carry out in; 
the next few^earsv
I. THE IMPACT OF PETROLEUM ON THE ECUADORIAN ECONOMY r
1. The economy before petroleum
Up to.the end of.the L960s Ecuador was, one of,the least developed 
countries of South America with a per capita production of 320 dollars, which 
was only higher than that of Paraguay and Bolivia apd equal,^ according to 
CEPAL estimates, to a little over 60%.of the.average for Latin America.1/
The statistics on income were confirmed by other indicators of development 
and well-being, by comparing those for Ecuador with .those for other.Latin 
American countries.2/
1/ See CEPAL, Economie Survey o f .Latin America » 1974, p. 138> AlsO,
Germán Salgado, Ecuador ylaintegración econòmica de América Latina, 
IDB-INTAL, Buenos AÌres, 1970, 'p. 28l.J TÌiepreséik chapter is based on 
this study, pages 27-72, and also on GgPAL,E1 desarrollo economico del 
Ecuador, Mexico, 1954, and Osvaldo Hurtado, El poder político en el 
Ecuíádor, Ediciones de la ÜniVéfsidád Católica!, Qtíito, 1977, Pp. 55-56, 
.73-93, 169-175. and 272*291, ^  v'--•
2/ See Ecuador y la integración económica de América Latina, op, cit,, p, 29.
/Not only
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Not only was per capita production low, but its grbwth was" also 
sluggish. Between 1960 and 1967 the annual growth rate of the gross domestic 
product was 1% compared with 1.7% for Latin America as a whole. During that 
period, moreover, the investment coefficient 3/ was no higher than 14%, or 
not enough; to have given the economy the impulse it needed .
Both the conjunctural fluctuations and the size of the investment were 
dependent upon the boom or recession'in exports. These in fact largely 
determined the Government's income - ' and thus its capacity to undertake 
necessary infrastructure works -■âftà’the export sector’s econbtoic-sur^lusës 
which, at least in part, were used to capitalize the production apparatus.
The inadequate capital format ion was not only the result of the conditions 
of the world markets and external demand; it also reflected the influence of 
structural factors such as the country's geography, demographic composition, 
supply of resources, social organization, institutions, and distribution of 
income and resources, all of which determined the population's attitude to 
work and its spirit of enterprise. *>
(a) Historical features of the development process
Up to the last few years Ecuador was primarily an agricultural country 
and even now rural activities continue to be of vital importance. In 1830 
over 80% of the population worked in the countryside and at the end of the 
1960s the proportion had fallen to 52%. In this last period the sector 
contributed one-third of the country's production and 95% of its exports. 
Agriculture also supplied almost all the food and a high percentage of the 
raw materials for manufacturing the artisan-type industry. Agricultural 
development in the Sierra was determined by the domestic demand for foodstuffs 
and sometimes by exports of products such as cascarilla, hides and cereals; 
in the coastal region, by the external deiftand for cocpa, but also for tobacco, 
wood a»<3 rubber, and, in laiter years for coffee, rice and sugar cane.
Manufacturing activity was 'practically non-existent owing to the free 
exchange poliqy in force during the nineteenth century, except for a *?fsptain 
artisan-type industry which in the case of Panama hats accountèd fàr a




considerable proportion of exports (23% between 1943 and 1947). The cities 
were thus basically the centres of consumption, and the limited domestic 
commerce was nearly always in the hands4qf foreigners., ,
. -Furthermore, the great geographical differences extraordinarily 
hampered the integration of the country, which began in the last few decades 
of the past century. In 1908 the Guayaquil-Quito railway,was inaugurated and 
in 1918 the capital was able to communicate with Cuenca. Small industrial 
initiatives were already observable at that tine - the production of food, 
beverages and ice in Guayaquil and textiles in the Sierra - but even in 1920 
the industrial workers represented only 2% of the active population.
The cocoa boom between 1895 and 1920 gave some impetus to, Ecuador's 
development and consolidated the commercial and financial power of Guayaquil, 
by then the first, city of Ecuador- Here the first banks had been established 
which financed the. Government .on a significant scale whçn import taxes 
failed to cover fiscal expenditure. In,exchange for this they were given 
the privilege of issuing their own bank-qçtes.
Ecuador,was not free during that period from monetary devaluations 
which, as in other Latin American countries, were the consequence of the 
recession affecting its external markets. Thus, between 1872 and 1874 the 
Ecuadorian peso was devalued by about 60%.
The first foreign capital (British, and United States) arrived between 
the end of the last century and the beginning of the present one to finance 
the railway, gold mines and Santa Elena oil. Between 1910 and 1950 there 
was practically no external investment or credit.
From 1920 to approximately 1950, Ecuador went through a long period 
of stagnation owing to the.cocoa crisis. This was due both to the 
appearance of pests and to competition from other producers and the world 
economic recession. The production of cocoa, at that time the country's 
main ««port commodity, dropped from 1 million quintals in-1917 to
300,000 quintals in 1926 and subsequent years.
In 1950,.with.the inclusion of bananasin Ecuador's exports,* another 
boom period began. The country'scapaeity to import expandèd rapidly and 
between 1950 and 1954 the average! growth of the product' was B.1% annually.' 
Between'1955 .and 1959, however^ exportsof bànanàs stagnated owing to the
/recovery of
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recovery of Central America's production, and the average annual increase 
in the product dropped to 3.8%. In the 1960s, banana exports recovered 
slowly with the opening up of new markets and the adverse effects of 
cyclones in some years on the production of competing countries. During 
this period the product grew at an average rate of 4.5% annually.
Manufacturing production, at a very incipient stage up to 1950, 
subsequently showed more dynamic development, stimulated by the growth of 
income and domestic demand and by the existence of surpluses for investment 
in the hands of the export sector and the Government. Between 1950 and 1959 
its average growth was 8%, rising to 10% from 1960 to 1969.
Owing to the geographically different areas of the country it has been 
possible to find new exportable products when a crisis has affected the main 
foreign trade commodity. Thus, Ecuador's exports have been more diversified 
than those of other countries of the region, among Which there are some 
where a single product has provided more than two-thirds of the foreign 
exchange receipts. In Ecuador, even in spite of the huge volume of its oil 
exports since 1973, their share of the total amounted to 50% in 1977,
(b) Some reasons for the Ecuador's slow growth before 1970
In spite of its small geographical size, the diversity between the 
various parts of the .country (the coastal region, Sierra and east region), 
and between the various sectors of each, have thus far hampered communication 
and the.integration of the country and favoured localization.
The population consists of 80 to 90% indians and half-castes in the 
Sierra and a mixture o f ,indian, white and negro, called Montuvio, in the 
coastal region. Up to some 20 years ago, the illiterate population was 
calculated at 50%, and even though today it is estimated at 25%, a very high 
proportion of people, especially in the rural area, have had only one or two 
years of primary education and for all practical purposes may be regarded 
as illiterate.
In the past, most of the population (75% at the beginning of the 
century) was concentrated in the Sierra and surplus manpower lived there under 
very precarious economic conditions. Migration to the coastal region where 
development was more dynamic and there was a labour shortage was hindered up
/to the
/
to the:middle of the century by the hard living conditions id the tropics 
(malaria, yellow, fever)- Whenthese problems were overcome, hbwever, 
migration accelerated and at the present timé the population of both these 
regions is almost equally balanced.
In the last few decades>the population has grown rapidly (over 3% a year) 
owing to a sharp drop in the mortaility rate á n d a m ü c h  Smaller decrease in 
the birth rate. This has been combined with an unsatisfactory distribution 
of land and labour, low labour productivity and minimal levels of consumption 
and saving. .
The economic surpluses generated in the Sierra - where the latifundistas 
showed little economic initiative. - were largely Spent on luxury consumption 
items which were mainly imported. It was only in the coastal region whose 
eoonomy was more dynamic that signs of a spirit of enterprise and greater 
investment of surpluses from .the agro-export sector were to be observed.
Agriculture in- the Sierra has suffered from the broken nature of the 
terrain, subjected to crops that have impoverished the soil and caused 
considerable erosion. The. system of land tenure (with large latifundios 
occupying the best land and many minifundios Whose output in many cases is 
not enough to provide the,owners with a'means of subsistence), the Indian’s 
close attachment to his property, and the labour system (huasipungo) which 
limits any incentive to introduce technical improvementsowing to the low 
cost of labour, are all factors accounting for the stagnation of the basic , 
sector of the economy. Added to this is the fact that by the middle of the 
present century the coastal region had still not recovered from the cocoa 
crisis.
Other additional' factors were the lack of use of fertilizers and of 
pest control, the shortage of improved seeds, the little or no mechanization 
(although this is difficult in thé ¿ierra and to a certain extent questionable 
because of the plentiful manpower), the insufficient credit, the non-existent 





Salgado says 4/ that the Ecuadorian economy has been characterized by 
the slow growth and instability of its exports and the lack of investment, 
both public and private, resulting from the foregoing factors and influenced 
by the great concentration of wealth and.power deriving from the system of 
land tenure. In this respect, he notes that in 1957 the lower 50% of income 
recipients obtained 24% of the national income, while the top 2% received 
19%.. <.
He adds, however, that Ecuador’s greater economic development in the 
20 years before the start of the petroleum era introduced some changes in 
those systems and in his own words "the decay of the system of Sierra farms 
and classic coastal plantations (cocoa cultivation and rice sharecropping) 
is gradually undermining the economic base of the old power structure. The 
more modern and active groups engaged in foreign trade and related services, 
especially finance, are, increasingly acquiring the control capacity of a 
dominating group. The middle class has increased, but as is typical in 
Latin America, it lacks a conscience as such and adopts the values of the 
high-income strata. To sum up, there is a germ of change in society, but 
the concentration o f :wealth and power continues to be extreme and, even 
more serious, there still exist production structures which combine uneven 
results with an ineffectiveness which makes them completely incompatible 
with development".5/
2. Emergence and characteristics of the petroleum industry
During the past five years Ecuador has experienced a process of fairly 
rapid growth owing to the emergence of the petroleum industry. The 
considerable additional resources - increased by the high fuel prices in 
1973 - accrued mainly to the State and at the same time enormously 
strengthened the country's capacity to import. They also led to an increase 
in demand, which contributed to a greater or lesser breakdown of the 
traditional pattern of growth of nearly all sectors of the economy.
4/ See Ecuador y la integraci&n economica de America Latina, op. cit., 




The petroleuraresources haveheendividedamohgraany.State bodies and 
their domestic, use brought about a powerful expansion Of public expenditure, 
particularly investment. ;
Frdm the point of view of'the external use. of foreign exchange, 
although it is difficult to assign a kind of expenditure to a specific 
income, it may. be affirmed that of the total value of oil production between 
1972 and 1977, about one-third has been absorbed by domestic consumption;
49% for increased imports of capital goods oter,their 1971 value; 16% for 
strengthening Ecuador's international reserves; and the balancetof 2%. to 
cover other imports. Moreover, it is interesting to note thdt the 
maintenance of'frozen domestic prices for petroleum products has meant a 
consumption subsidy which in 1976 and *1977 may be estimated at around 
200 million dollars a year (see tables 7 and 8).
; Nevertheless, since 1974- the relative importance of petroleum in terms 
of, its contribution to the gross domestic product, the Value of exports and 
fiscal income recorded a clearly declining trend.
(a) Background
Petroleum has been produced in Ecuador fctf many years and was one of 
the first economic activities to attract foreign capital. However, the 
petroleum era proper began in 1968 with the discovery of commercially 
'exploitable oil reservoirs in the eastern part of the country. Production 
and export actually started in August 1972 and were carried out by a • 
consortium which consisted of the United States Texaco Petroleum Company and 
Ecuadorian Gulf Oil Company, and which subsequently included the Ecuadorian 
State Petroleum Corporation (CEPE). ,
Although at the outset exploratory and development concessions;were 
granted to a great many foreign companies, nearly all of fhem have since 
reverted to the Government and the only commercial production so far has ; 
been that undertaken by the aforementioned consortium. At present there are 
a few areas which have been assigned to various enterprises, mainly in the 
eastern region, CEPE, the CEPE-Texaco Consortium, the Argentine State 
Petroleum Corporation, and another United States enterprise by the name of 
City Investing Company. _
/In the
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In the coastal region there are also some areas which have been conceded 
to CEPE and thè United States North West Company for exploration and 
development. The total area dirfectly assigned to CEPE is 1,350,000 hectares 
out of the; total concessions amounting to 2,800,000 hectares; the CEPE-Texaco 
consortium has also been assigned 490;000 hectares.
Proven oil reserves are so far estimated at 1,400 million recoverable 
barrels; probable reserves are believed to be over 5,000 million barrels.6/
Petroleum exports required the construction of a 500-kilometre oil
pipeline across the mountain ranges of the Andes, to carry petroleum from
the eastern region to the port of Esmeraldâs on the north coast* The oil 
pipeline has five pumping and four reducing stations and a normal carrying 
capacity of 250,000 barrels of petroleum a day, which by means of additional 
investment could be increased to 400,000 barrels a day.
The "total investment for exploration, extraction and export of the 
petroleum between 1970 and 1974 may be estimated at about 300 to 350 million 
dollars.
(b) Production and destination
Ecuador’s production which in 1973 amounted to nearly 12 million metric
tons annually; declined in 1974 and 1975, recovering again in 1976 to almost
11 million; and falling once again to 10.5 million tons in 1977. Although 
Ecuador is the second crude petroleum exporting country in Latin America, its 
production is below that of several countries in the region. Thus it is less 
than 10% of Venezuela's output, nearly one-quarter of Mexico’s, half the 
production of Argentina, and is similar to that of Trinidad and Tobago.
The volume of petroleum production originally planned in 1972 was never 
attained; On the other hand, the foreign exchange receipts have been higher 
owing to the rise in the price of crude in 1973. Table 1 shows the quantity 
of petroleum produced, the total domestic consumption and the exportable 
balance.. „•




ECUADOR i  PRODUCTIOH AMD USE OP PETROLEUM 
(ihousanda of barréis) a/
1972 1975 1974 1975 1976 ’ 1977b/
Production 28 579 76 221 64 616 58 753 68 372 66 142
Domestic consumption 2 227 17 648 18 948 16124 20 957 22 716
Exporta o/ 24 962 59 055 44 389 43 064 47 349 40 158
Changas in stocks 1 590 -460 1 279 -615 66 3 268
Sourcet Central Bank of Ecuador. Sub-Menaísettent of Rydrooarbons. . . . .  .
a/ 1 ton « 6.29 barréis, 
b/ Preliminary figures.
o/ Excluding exporta andar cünpensatioriand barter agreenants for refining or eonswption in Ecuador.
/Of the--
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Of the petroleum exported in 1976, 30% went to the United States, 20% 
to Panama and the same percentage to Peru. Chile imported 8% and Colombia 
4%. The rest was sold to Curasao, the Netherlands West Indies and Puerto Rico.
Sales to the United StatéshaVe tended to decline with the arrival of 
oil fr?*»"Alaska which supplies thé Pacific régión of the United' States. 
Furthermore, petroleum from other sources (Indonesia) is more suitable for 
mixtures that meet United States environmental protection requirements. 
•Consequently, Ecuador has been opening up new markets in the eastern part of 
South America (Brazil, Uruguay and also Argentina) in order to compensate for 
this loss as well as the reduced purchases by Peru.
Although domestic consumption of petroleum in Ecuador (2.4 barrels per 
inhabitant) is lower than the average for Latin America (2.8 barrels per 
inhabitant), since'oil production started it has been growing at rates almost 
twice as fast as the rates for the'Pegibn. In 1976 about 30% of the petroleum 
produced was consumed in the country and in 1977 the coefficient rose to 34%.
It is estimated that, a large proportion of the increase in consumption 
has been due to the policy of keeping the prices of petroleum products stable 
at the level in force prior to the rise in world market prices in 1973. At 
present a gallon 7/ of 80-octane gasoline is sold to the Ecuadorian consumer 
at 20 US cents.
Domestic needs have been met by the refineries on the Santa Elena 
peninsula near Guayaquil, one of which belong to Gulf Oil and the other to 
the Anglo-Ecuadorian Company, their combined refining capacity being
45,000 barrels a day. In the eastern region there is also a small refining 
plant with a capacity of 1,000 barrels a day which serves only to meet local 
needs. Since the Santa Elena refineries can only use a part of the Ecuadorian 
crude, a proportion of the refined petroleum was obtained up to a short time 
ago through a system of barter of Ecuadorian oil for imported petroleum, on a 
terms-of-trade basis of 1.35 barrels of local oil for one barrel of imported 
petroleum.
1 gallon is equal to 3,785 litres. The sales price to the consumer 
is even lower than that charged in the United States before 1973.
/At the
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At the end of 1976 the refinery built by the Ecuadorian State Petroleum 
Corporation at Esmeraldas, with an initial refining capacity equivalent to 
55,600 barrels a day was completed. Owing to the lack of synchronization 
between the construction of port and transport facilities and the completion 
of the refinery, in the first year it operated at a fraction of its capacity. 
These problems were solved at the, beginning of 1978 and the country now has 
a refining capacity of a little over 100,000 barrels a day, which will enable 
it to meet all the domestic consumption requirements end even leave a surplus 
for export. -
Of all the products refined with the above-mentioned capacity, 
approximately 39% was gasoline, 17% diesel oil, 17% fuel oil, 13% kerosene, 
and the rest turbo fuel, jet fuel*, asphalt, liquefied-gas and residues.
(c) Taxation and distribution of petroleum income
The tax on the petroleum industry is fairly complex, both because of 
the number of existing taxes and the changes constantly introduced in the 
system, and because of the fact that the income is specifically earmarked for 
financing certain public sector bodies.
In .1976, according to estimates of the International Monetary Fund in 
an internal report, the public sector’s total share was 10.48 dollars per 
barrel of oil exported. The actual sales price that year was about
11.60 dollars. At the end of 1977 the actual price in force for external 
sales was estimated at 12.97 dollars per barrel and the State’s share at
11.29 dollars, according to the agreements concluded with Texaco which 
guarantee that company a gross profit of about 1 dollar per barrel of 
exported crude.
In November 1975 the tax system was simplified and two important taxes 
were established which affected both Texaco and Gulf Oil. One was a royalty 
of 17% and the other a 71.42% tax on income.
The royalty was calculated on the basis of 85% of the reference prices, 
which are 13.90 dollars per barrel of exported petroleum and 1.48 dollars 
fcr petroleum consumed in the country. This royalty is distributed as follows: 
50% for the Armed Forces, 47% for the Ecuadorian Electrification Institute 
(INECEL) and 3% for the Esmeralda province.
/The tax
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The tax on income is based on the total receipts obtained from both 
external and internal sales after' deducting production and transport costs,8/ 
the aforementioned royalty and a few other minor taxes which still exist, 
such as dispatch and service taxes, or port dues. The proceeds of the tax on 
income are distributed as follows: 0.20 sucres per barrel for CEPE, about 48% 
for the National Development Fund (FONADE) and 36.5% for the fiscal budget. ■
The balance is allocated in relatively equal proportions to the Ministry of 
Labour, Ecuadorian Housing Bank, National Participations Fund (FONAPAR), State 
universities and several lesser beneficiaries such as the Ministry of 
Agriculture, Social Security and Health System, Municipality of Esmeraldas, 
Educational Credit Institute and Central Bank.
Of the public sector's total oil receipts in 1976, 63% was assigned to 
the central government budget,. FONADE and FONAPAR. The Armed Forces received 
11%; the Ecuadorian Electrification Institute, 10.4%; the Ecuadorian State 
Petroleum Corporation, 6.1%; and the rest of the recipients, 9.5% (see table 2).
In 1977 the distribution was altered following an agreement between the 
Government and Texaco which was concluded in December but was effective for 
the whole year. According to the new distribution, there was a reduction in 
the percentages assigned to nearly all those receiving a share, including 
the fiscal budget and FONADE, and a substantial increase in the share of the 
Ecuadorian Electrification Fund. In addition, a total of 2.9% was assigned 
to the National Defence Board and the Ecuadorian Air Force.
At the same time, the royalty was fixed at 18.5% and the tax on income 
at 87.31%, and the tax base (prices and costs) was altered to achieve the 
gross profit indicated above.
8/ For tax purposes, it is currently estimated that the cost of production 










Central government budget I26J7 27.8
National Development Fund (FONABE) 152.0 33.3
National Participations Fund (FONAPAR) a/ 10.4 2.3
Ecuadorian State Petroleum Corporation 
(CEPE) 27.8 6.1
Ecuadorian Electrification Institute 
(INECEL) 47.2 10.4
Armed Forces 50.2 11.0
State universities 7-9 1*7
Ecuadorian Housing Bank 11,5 2.5
Esmeraldas provinoe 3.0 0.7
Ministry of Health 5.8 1.3
Ministry of Labour and Social Welfare 11.5 2.5
Other ¿/ 1.9 0.4
Total 455.9 100.0
Source: World Bank, Carrent Economic Positions and Prospects of Ecuador, 1976.
a/ For decentralized institutions and municipalities.
b/ Private universities, Central Bank, Esmeraldas Development Account.
/The National
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The National Development Fund established in 1974 receives an income 
consisting of the excess price per barrel over 7.30 dollars for 28° API.9/
The purpose.of the Fund was to finance .the imported component of investment 
projects aimed at developing economic activity in the petroleum sector and 
eventually replacing the income obtained from petroleum. One of the Fund’s 
chief investments has been in the petroleum refinery of Esmeraldas. At the 
same time, however, as may be seen in table 3, very different types of 
investment have been made and the resources have largely served to finance 
the normal investment proposed for the public sector. In this respect, it 
may be affirmed that the major part of the investment, although considerable 
from the point of view of strengthening the country's economic infrastructure, 
will help only in a relatively minor degree to replace the foreign exchange 
receipts obtained from petroleum exports today.
Óne criticism levelled at the action taken by FONADE is that in view 
of the fact that it is administered by members of the Economic Front 10/ 
and that it has not been set up as an autonomous public institution proper, 
it has largely served as a new channel for the Government's investment 
expenditure.
(d) Effects and use of petroleum resources
It is difficult to form an exact overall picture of the result of the 
petroleum operations because no official information has been published on 
the subject. On the basis of data from various sources, however, the following 
summary may be given for 1976. The total value of exports, excluding those 
effected under the system of compensation and barter to supply Ecuador with 
petroleum products, amounted to 565 million dollars that year. Production and 
transport costs totalled 56 million and amortization of investment 31 million. 
The participation of the Government and all public sector bodies, including 
those financing the total expenditure (both current and capital) of the 
Ecuadorian State Petroleum Corporation amounted to 449 million dollars. Lastly, 
the profit of enterpz’ises may be estimated at 29 million, which represents 
about 13% of total net investment, according to the book value, at the end 
of 1976. .
9/ This indicator measures the quality of the oil, according to standards
established by American Petroleum International.
10/ A Committee composed of ministers and high-level government officials
concerned with economic affairs.
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Tfcble 3




1974 1975 1976 (January- and 1977
October) (January-
.■v .......  : ,........___._______________  October)
Transfer to the central government 9*5 70.2 65.8 136.0 281.5
Ittnistry of Education 3.6 - 4.5 13.8 16.8 38.7
Ministry of Public Works 3.0 13.7 12.0 33.2 48.9
Ministry of industry 2.9 - ''■■■-• 2.9 5.8
Budget (contribution) <* 28.0 - ■ 40.0: - : 68.0
Loans to thebiidget and decentralized
and provincial institutions . <■ 24«p * 96.1 120.1
State oil refinery 21,4 57.7 37.5 , 9.9 136.5.
National Development Bank . 20.1 - - 20.1
National Securities Commission 10.0 0.1 - . - 10.1
Universities “ 8»* 14.0 - 22.4
Finanoiel funds - 84) - . - ... -r 8.0
FONAPRB - 2.0 3.4. , - 5.4
Crop farming .and stock-raising - . 5.2a/ , 0.8a/ 7.3 13.3
Other ta/ . - .23.5, .14.1 . 40.1;,, 16.4 94.1
Total 92.5 157.1 161.6 169.6 581.4
Source» Budget Office.
a/ Imports of wheat and heifers. *




Table 4 shows the production and domestic consumption values for the 
first six years of exploitation. Both these figures have been based on 
export prices and represent 3,270 million and 1,070 million dollars, 
respectively.
Since petroleum is destined mainly for the external market, exports 
increased by 80% in 1973 and 110% in 1974, and as the profits from the 
industry accrue basically to the Government, total fiscal income rose in 
-those same years by 43 and 71%, respectively. The State therefore had a 
huge volume of resources which enabled it to increase its current and 
investment expenditure and transfer funds to the private sector (by means of 
the growth of official credit, semi-public enterprises, tax incentives to 
investment and to imports of certain goods, and subsidies for consumption,, 
particularly of petroleum products), which accelerated the development, process, 
especially because at the same time the country’s capacity to import was 
increasing substantially. Thus, from an average growth rateof 5% in the 
years 1969-1971 it rose to 11.3% in the period 1972-1976.
Although petroleum has been the key factor in the changes occurring 
in the Ecuadorian ecoiiomy in the last few years, its share has been declining 
since 1974. While in that year the petroleum sector generated 16% of the 
gross domestic product, the proportion gradually declined to less than 11% 
in 1977. Petroleum income, in its turn, represented nearly 38% of central 
government income in 1974 and the coefficient dropped to less than 25% in 
1977. Similarly, while in 1974 petroleum accounted for 65% of the country's 
total exports, its share dropped to 56% in 1976 and to about 50% in 1977 
(see table 5).
It is a well-known fact that it is not entirely correct to separate , 
specific items of income and ascribe them to certain expenditure. Since 
petroleum receipts were responsible for the enormous expansion of the 
external sector, however, it was considered by way of an exercise that 
petroleum foreign exchange earnings had financed the increase in purchases 
of imported capital goods over the 1971 level.ll/ This is shown in 
table 6 which presents the figures on a year-by-year basis. The total 
difference between 1972 and 1977 was 1,622 million dollars, or 49% of 
the total value of petroleum production during the period (see table 7).
11/ In that year they amounted to 109 million dollars out of a total of




ECUADOR« VAliUfi CF PRODUCTION A?TO DOMESTIC COMSUfPTION OF 
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(Millions of dollars) ,












Total 3 269-3 1 071.3
Sources Central Bank, Ministry pfFinanpe, and International Monetary Fund,
■ Ecuador» Recant economic developments, 1977» ;
»/ Difference-betveen production and esqports in 1972»
b/ The values shown for this year are higher than the actual values owing to 
the existence of a nominal official price - that is to say, at which 
exporters must sell their foreign exchange to the Central Bank - higher 




ECUADOR» RELATIONSHIP BETWEEN PETROLEUM PRODUCTION, THE GROSS DOMESTIC
product, ppoitts And government income
Zable 5
1972 1973 1974 1975 1976 1977a/
Millions of sucres
1. Gross domestic product at market prices 47 102 63 575 95 585 108 246 130 183 153 812
2. Petroleum sector 1 092 5 496 15 197 12 976 16 489 16 366
3. (2) as a percentage of (l) 2.3 8.6 16.2 12.0 12.7 10.6
■ Millions of dollars
1. Total exports 323 583 1 225 1 013 1 296 1 396
2. Petroleum exports bf 59 282 792 617 726 713
3. (2) as a percentage of (l) 18.4 48.4 64.6 60.9 56.0 51.1
Millions of sucres
1. Government income c/ 7 0» 10 039 17 141 19 318 23 053 26 700
2* Government petroleum income 877 ; 2 499 6 490 5 840 6 610 6 511
3. (2) as a percentage of (1) 12.5 24.9 37.9 30.2 28.7 24.4
Source» Central Bank, Ministry of Finance, and International Monetary Fund, Ecuador: Recent economic developments, 
1977«, ■
a/ Preliminary figures.
t>/ Including exports under compensation and barter agreements for the following values* 1973, US8 43 million;
1974, 0S| 186 million; 1975, U5f Ï12 million; and 1976, IBS- 165 million, 




' ECOADQfU aEHCSBftSBS ’JH IIPeBTS OF CAPITAL GOODS OVER THE 1971 iLEVBL 
(Millions of dollars)
1972 , 19731 1974 ! 19» 1976 1977a/ total .
8 78 280 340• ' . f
.V . .V
330 586 1622
Souroet Central Bank of Ecuador, Department of Economie Indicators.
a/ Preliminary figures»
Table 7
'■v . •. . .





Dosfestic consumption (at international 
prices) 1 071 33
Inorease in imports of capital goods 1 622 49
Increase in foreign exchange reserves . 515 16




Sourest Central Bank of Ecuador, Management ofMonetarjr étudies»
/The domestic
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The domestic consumption of petroleum products, at international prices, 
amounted to practically one-thirdof the total value of Ecuador's productionj 
16% of it, i.e., 515 million dollars,has helped to bolster the Central Bank's 
foreign exchange reserves, and 2% to~4>ay for other imports.
Furthermore, the subsidy implicit in the maintence of fixed prices 
for petroleum products consumed locally is estimated in table 8. In five 
years it totalled about 830 million dollars, or 25% of the production value.
From a different standpoint it might be asked how much of the growth 
of the Ecuadorian economy was due to petroleum production» Tor this purpose 
it may be assumed that the gross domestic product, excluding the petroleum 
sector and its impetus, grew at an annual rate of 5% (slightly higher than 
the historical rate). The series of products thus obtained is compared with 
the actual series, and the difference between them ascribed to the effect 
of the petroleum industry (see table 9).
For the whole period 1973-1977 the sum of the differences between 
real and theoretical production was 5,600 million dollars, or an average 
of 1,120 million per year. Comparing this with an approximate value of 
3,270 million dollars for petroleum and 2,200 million for petroleum exports, 
a multiplier effect of 1.7 is obtained in the first case and 2.5 in the 
second.
3. Petroleum policy
Petroleum policies are determined by the Government through the 
Ministry of Natural Resources and Energy and the Hydrocarbons Department, while 
petroleum operations are in the hands of the Ecuadorian State Petroleum 
Corporation (CEPE). The basic features of these policies may be found in 
the Integrated Change and Development Plan prepared by the Planning Board 
in 1972. Though never fully implemented, some of these policies have guided 




ECUADOR» ESTÍWtíBD'áUBSUrc »LICIT IN DOfESîlC CORSWTION 
OFfETOQIi^FMdWCTSa/
• V C*^Uiww of-dollars)
a '  in,
1973
V i, V U . . A-  
1974b/ 19?5 :¡ ■: 1976 - 19770/ Total
29 215 199 ; 2§0;.... . i - 199, 823
Sowoet Central Bank and Ministry of Finance. -
a/ Estimate on the basis of the difference between the value of domestic consumption 
and i t s  equivalent «^international priées. ' 
b/ This figure must be overestsiaetedfer the-reaeons giveajabov* in connexion with 
differences between actual prices and nominal official prices. 
o/ Preliminary figures.
Table 9
ECUADOR» ESTIMATED GROWTH OF THE GROSS DOMESTIC PRODUCT 
AidlâtnKBtë TO PEnOttiÁ PRODWÎÎION







(Annual growth rate of 39Û
;; . <»> v - .
Difference 
(A) -  (B)
1972 1 700 ■ ■ 1 70b
1973 2 235 •- ~  J x 7Ô5 , ». -■ 450
1974 2 09Í 1 1 874 1 017
1975 3 069 1 966 1 101
1976 3 283 j
■ ' i, 1 217
l?77a/ 3 909 2 170 1 818
Source» CEPAL estimates on the bàsis of official data« ' 
a/ Preliminary figures. - !
/The inain
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The main types of policiesfhatwere pptinto effect are reviewed 
below: (a) conservation of naturap.^res6tn?eesi (b) defence of markets and 
international prices; (c) increased national and State participation in 
the oil industry; (d) further processingofexported products; (e) use of 
the income to replace a non-renewable resource.
(a) Conservation of natural resources
The basic objective of this policy has been to maintain a fairly 
reasonable and stable relationship between proven reserves and production.
When the Change and DevelopmentJPlan was prepared inl972 a production of 
**00,000 barrels a day was proposed for 1976. In 1974, however,, the 
Government established a ceiling output of 210,000 barrels a day, assigning 
a quota to each of the five oil-fields operating in the eastern region:
100.000 barrels for the most important oil-field at Sushufindi, 55,000 and
30.000 for those at Sacha and Lake Agrio, respectively, and the rest divided 
between the Aguarico and Auca qil-f $,elds.. This ceiling may he exceeded or 
reduced by 5% in certain unforeseen circumstances. The truth is that 
after 1974 the ceiling was never reached, at times because of the companies’ 
own decisions, at other times because of problems of marketing at the 
established prices, and at others because of defects in the oil pipeline 
which have sometimes stopped work for more than 30 days in the year.
The maintenance of the relationship between reserves and annual 
production legally in force, though not attained in any of the years 1975 to 
1977, would ensure an estimated-duration of 17 years for actually proven 
reserves. ,
(b) Defence of markets and international prices
This aspect of petroleum policy is reflected in Ecuador's participation 
in the Organization of Petroleum Exporting Countries (OPEC). This has inolved 
defending the price of petroleum in the international markets with the object 
of ensuring a maximum stable income for producers. Generally speaking,




(c) Increased national and State participation ip the oil industry
Various developments contributed to this trend. When new contracts 
with the United States companies Texaco and Gulf Oil were concluded in 1973, 
the State obtained an option, through CEPE, to purchase up to 25% of their 
rights and assets in the Petroleum Consortium. This took place shortly 
afterwards at a purchase price of 43 million dollars.12/ Thus in 1974, 25% 
of the petroleum industry became the property of the State and 37.5% 
remained in the hands of the two foreign companies.
The national participation policy has been evident too in the disputes 
that have arisen between the Government and the United States companies.
These have been basically due to the establishment by the Government of 
reference prices which in 1974 and part of 1975 were higher than the prices 
actually Obtainable on the world market. Since at the same time, in the 
companies opinion, the estimated cost of production was excessively low, 
taxation was calculated on the basis of profit margins which, according to 
the companies, were fictitious and in practice, therefore, this was 
tantamount to a rise in the.rate of taxation. In an attempt to change these 
conditions, the companies started to reduce the volume of productioii, adducing 
that sales at reference prices were not feasible, which resulted in the 
failure to attain the decreed production level of .210,000 barréis a day.
The dispute,between the oil companies and the Government was partially 
settled in 1974, on the basis of amended reference prices and production 
costs. These changes were not wholly satisfactory to the oil companies, 
however, and the disputes were accentuated in 1975. Gulf Oil initiated 
legal proceedings in the United States in connexion with the ownership of 
the petroleum being sold to that country, and at the same time retained 
beyond the legal deadline the proceeds of petroleum exports which should 
have been made in the Banco Central and this in accordance with the 
Consortium agreements entitled the Government to rescind them without payment 
of indemnity.
12/ An additional amount of around 3 million dollars is still under
discussion owing to différences in the assessment of the Consortium's 
assets and may ultimately have to be paid by CEPE.
/In these
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In these circumstances, in the second half of 1976 Gulf Oil announced 
its desire to withdraw from Ecuador and to sell its share in the Consortium 
to CEPE. After a period of negotiations the sales price of Gulf Oil's 
percentage was fixed at 82 million dollars, which were paid by Ecuador in 
cash. There remained an additional sum of about 35.4 million dollars claimed 
by the company, which will have to be investigated by a group of expert 
auditors, since the purchase of Gulf Oil's interests had been agreed on the 
basis of the Consortium's book value. The State has extended a guarantee of 
payment for the difference under discussion. At either extreme, the payment 
agreement entered into by CEPE establishes the book value of the petroleum 
industry at the end of 1976 at somewhere between 220 and 313 million dollars, 
the relevant amortization payments up to that date being deducted from the 
total sum invested. As a result of these negotiations, at the present time 
62.5% of Ecuador's petroleum is owned by the State and 37.5% by the United 
States Texaco Petroleum Company.
The national participation policy also led to the construction with 
State funds of the oil refinery in the city of Esmeraldas. This refinery was 
constructed without recourse to external credit and entailed an investment of 
about 120 million dollars. Ecuador has also strengthened and increased the 
State merchant fleet for the transport and marketing of petroleum both inside 
and outside the country.
A considrable part of the effort to achieve efficient control of the 
management and development of the hydrocarbons industry has been directed 
towards the training of technical personnel of all types in both national 
and foreign universities in order to bring to an end to Ecuador's dependence 
on other countries in this respect. This aim seems to have been largely 
realized; in 1973, out of a total of 534 technical and administrative 
personnel working in the hydrocarbons field, 89 were foreigners. Their 
number was reduced to 88 in 1976 but was equal to only 4.7% of the total of 
1,859 technical and administrative personnel working in the industry.
The nationalist policy is evident too in the extent of the area 
conceded for oil exploration,and development activities. While in the first 
few years a considerable number of companies received concessions for 
exploratory and development purposes, by the middle of 1977 such concessions
/had been
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had been reduced to 938,000 hectares. The foreign enterprises holding 
concessions were the United States North West Company and the State Petroleum 
Corporation of Argentina, each with 200,000 hectares; the City Investing 
Company, with 48,000 hectares; and the CEPE-Texaco Consortium, with
490.000 hectares. This compares with the CEPE concessions totalling
1.800.000 hectares, of which 500,000 are on the coast and the rest in the 
eastern region.
The process of nationalization and State ownership has led to an 
extraordinary expansion of CEPE» which at present.has multiple activities.
It participates in the exploration activities and owns 62.5% of the 
Consortium which produces and exports petroleum; it participates in the 
transport and marketing of petroleum in other countries and is responsible 
for the refining, transport, domestic supply and marketing of most of the 
petroleum products used in the country. It is undoubtedly the largest 
. economic unit in Ecuador. ..The magnitude and range of activities which CEPE 
has had to undertake in a short, while, have created some problems which have 
affected its organization and efficiency and have come under public discussion.
For example, quite frequently difficulties have arisen in the supply 
of gasoline or gas to several cities in Ecuador. There was also a lack of 
synchronization between the construction of the oil refinery and the port 
and transport terminals necessary to operate it efficiently. In addition, 
there have been numerous changes in management over a short period. All 
this has raised the need for a reorganization of the Corporation, its 
decentralization or division, which has sb far not been specifically determined 
by the Government. . '
Of the various alternatives considered with respect to the future of 
CEPE and its organization, that which will possibly prevail is the maintenance 
of the Corporation as a unit, but operating through different autonomous 
departments with sufficient flexibility to adopt a commercially and 
technically efficient approach to its operations.
/(d) Further
- 964 -
(d) Further processing of exported products
Another aspect of Ecuador's petroleum policy refers to achieving a 
further degree of processing of crude oil and being able to export refined 
products or products of the petrochemical industry, in accordance with the 
assignments made to Ecuador under the Cartagena Agreement. The present 
capacity of the refinery established in Esmeraldas is 50,000 barrels a day, 
which can be expanded with relative ease to 70,000. This would permit the 
export of petroleum products instead of crude oil.
An investment of about,1,500, million dollars is planned in a 
petrochemical programme that will use not only petroleum but also natural 
gas which is estimated to exist in abundance in the Gulf of Guayaquil. This 
industry will provide employment for approximately 20,000 persons, 5,000 of 
whom will be highly skilled manpower. If this project which requires a 
production of crude of around 400,000 barrels a day is carried out, it is 
estimated that total value of production in 1980 will be about 460 million 
dollars, of which a relatively high percentage will be destined for export 
both to the Andean Group and to third countries. According to available 
estimates, the basic production of this programme will comprise 300,000 tons 
of ethylene, 70,000 tons of propylene, 50,000 tons of butadiene, 140,000 tons 
of benzene, 20,000 tons of xylene and 15,000 tons of toluene.
(e) Replacement of petroleum as a non-renewable resource
Another feature of Ecuador's petroleum policy is connected with the 
use of the income obtained from petroleum, which as noted earlier, virtually 
all accrues to the central government or to decentralized public sector 
bodies. In this connexion it was suggested, especially in the early years
of petroleum development, that it was necessary to "sow petroleum". This
of course was because, as a non-renewable resource, the foreign currency 
earnings might eventually disappear together with the depletion of the 




4. Some aspects and problems associated with the petroleum 
industry's development possibilities
From a review of the development of the external sector it seems clear 
that the considerable expansion of exports after 1972 was rapidly followed 
by an increase in imports and the adaptation of the country's economy to 
its new income, so that any significant reduction in the volume of external 
purchases at the present time could have serious effects on future development 
and could even affect the present level of economic activity. It is also 
true, however, that petroleum exports have lost their dynamism and represent 
a declining percentage of exports. This is due to the stagnation of 
production and the rapid increase in domestic consumption.
Other export products have come to bolster foreign exchange receipts, 
but in some cases this has been due to price increases which should perhaps 
be regarded as temporary (coffee, cocoa), and in others (fisheries) the 
total volume of sales is still insignificant. Even so, since 1976 there 
has been a growing deficit on the current account, of the balance of payments 
which has been covered through increasing recourse to external borrowing.
This presents no serious problems in the short term, but in a somewhat 
longer perspective there is an evident need to strengthen the external 
sector of the economy whioh does not seem, possible unless petroleum is 
developed on a greater scale. This need is even more urgent if the 
Government wishes to carry out development programmes for the petrochemical 
industry.
The stagnation of petroleum production is due to the lack of investment 
in the industry. While investment in the private sector has been reduced 
practically to a minimum since 1974, public sector investment has been 
mainly concentrated in the construction of the Esmeraldas refinery and 
auxiliary transport facilities.
This has meant, on the one hand, the impossibility of achieving the 
rates of production established as ceilings, and also a fairly marked 
decrease in exploratory operations. Thus, for example, during the three 
years 1972-1974, 141 wells were drilled, of which 118 proved commercially 
successful. In 1975 and 1976, drilling fell to 28 wells, of which 23 proved 
commercially successful; and in 1977 only 5 wells were drilled.
/For 1978
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For 1978 the Ministry of Natural Resources has announced several 
programmes for incorporating new oil-fields and increasing the present 
production by. 35,000 barrels a day, which is calculated to raise output 
to a level of nearly 250,000 barrels a day. This would be achieved through 
a programme of investment of 36 million dollars (of which Texaco should 
contribute 13.5 million and CEPE 22.5 million) to develop new structures, 
plot more than 1,000 kilometres of isoseismal lines and drill 17 exploratory 
and development wells. These activities could bring proven reserves to over 
100 million barrels and with reconditioning work in the oil-fields an 
additional output of 25,000 barrels a day may feasibly be achieved. The 
additional 10,000 barrels obtained from the CEPE-CEPCO oil-fields, will 
bring production up to the aforementioned total of 35,000 barrels a day.13/
IP the opinion of technical experts, most probably only part of this increment 
will be attained-in 1978 and the balance in 1979.
The raising of production to 250,000 barrels a day will mean a drop 
in the ratio between reserves and production. Since this is a relatively 
moderate change, however, it is not a conclusive sign that any clear 
criterion has prevailed in the Government as regards expanding exploitation 
and income even at the expense of more rapidly depleting the proven reserves. 
On the other hand, raising the production level to some 350,000 barrels a 
day would require a proportionally more costly investment programme and a 
significant redefinition of the natural resources conservation policy.
Since the end of 1977 problems have arisen in marketing Ecuadorian 
crude. Reference has already been made to those connected with the United 
States and to CEPE’s efforts to find alternative markets. Furthermore, at 
the beginning of 1978 there was a world surplus of petroleum of 2 to 3 million 
barrels a day, owing to Alaska*s production and also the increase in the 
supply of oil from the North Sea and in the exportable production of the 
Soviet Union, China, Saudi Arabia, Mexico and Peru. Many producers have 
reduced their prices.arid extended trie periods of payment for fuel.
13/ This represents an annual iricome of approximately 130 million dollars 
(about 10% of present exports). In order to calculate annual output, 
the daily volume is multiplied by 330, which is the average annual 
number of days in which the oil pipeline has actually been in operation.
/In addition,
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In addition, thè Existence of excess transport capacity in the form 
of supertankers has led to a drop in freight rates which has placed 
Ecuadorian crude at a disadvantage compared with that of the Middle East 
and has obliged CEPE to reduce its prices.
On the other hand, the international agencies have declared that, 
there are excellent possibilities of exploiting gas in the Gulf of Guayaquil. 
To that end, in 1975 the Government granted a concession to the United 
States North West Company, which after three years stated that the project 
could not be carried out along the agreed lines.. This has given rise to 
disputes between the Company and the Ecuadorian authorities, which have 
not yet been settled and will no doubt delay the development of this resource ‘ 
for several years. It vras planned to use natural gas for the development 
of both the petrochemical and the steel industries.
5. Principal effects of petroleum on 
economic development
Petroleum determined a radical change in the economic development of 
Ecuador. This is reflected in nearly all the significant variables for 
which information is available, as can be seen in table 10 which compares 
some of their values for the years 1972 and 1976.
The economic growth triggered by petroleum exports is visibie both 
in the greater economic activity in producing goods and services and in 
the expansion of trade and the changes in the consumption habits of an 
expanding middle class. The boom is especially noticeable in the major 
urban centres - Quito and.Guayaquil - but is also observable in other 
cities such as Cuenca, Anobato and Santo Domingo de los Colorados.
(a) Expansion of the external sector, Government activity and the
financial sector
Since the changes have been due to the rapid growth of the external 
sector, it is precisely here that several of the most transcendental 
modifications are to be found. Thus, exports of goods and services in: 
constant foreign currency grew by 186% in four years, and imports increased 
136% over the same period. International monetary reserves, in their turn, 
rose from 143 million dollars in 1972 toJ515 million in 1976. In terms of 
currency of equal purchasing power, the increase was 168%.




ECUADOR» EVOLUTION OF VARIOUS SIGNIFICANT INDICATORS IN THE EARLÏ TEARS OF THE PETROLEUM ERA
1972 1976 Percentagevariation
Demographic* variables
Population (millions) 6.4 7.5 14
Economically active population (millions) 2.1 2.4 14
Life expectancy at birth (years) 59.1 62.2 5
Birth rate per 1 000 inhabitants* 41.8 39.7 -5
Mortality rate per 1 000 inhabitants 11.0 9.8 -11
Literacy (percentage) 70.1 75.0 7
School attendance coefficient a/ (percentages) 101.5 110.3 9
Production variables
Index of gross domestic product in sucres at 1970 prices 100 158 58
Index of per capita gross domestic product in sucres at
1970 prices 100 138 38
Gross domestic, product in millions of dollars b/ 1 884 5 207 176b/
Gross domestic product in millions of dollars at 1970
prices £/ 1 722 3 556 107
Per capita gross domestic product in dollars b/ 295 711 141b/
Per capita gross domestic product in dollars at 1970
prices c/ 270 486 80
Agricultural production (millions of sucres at 1970
prices) 10 058 13 112 30
Manufacturing production (indpxt 1970 « 100) 100 155 55
Some components of manufacturing production 
(indexes* 1970 * 100)
Food 100 141 41
Manufacture of textiles 100 114 14
Footwear and made-up textile goods 100 123 23
Wood and furniture 100 162 62
Chemical substances and products 100 152 52
Paper 100 107 7
Plastics 100 225 125
Non-metallic mineral products 100 164 64
Intermediate metallurgy 100 163 63
Electrical machinery and appliances 100 311 211
Machinery, except electrical, and vehicles 100 353 253
Some physical indicators
Electric energy generated (millions of KWH) 1 140 1 816 59
Cement consumption (Thousands of tons) 558 915 64
Total road network (kilometres) 22 692d/ 28 232e/ 24
Asphal roads (kilometres) 2 862d/ 3 784e/ 32
Energy, installed capacity (MW) 303d/ 525?/ 73
Automatic telephones (thousands of units) 9?d/ 15?*/ 62
Total gross investment (millions of sucres at 1974 prices) 7 823" 12 506 60
Imports of capital goods, CIF (millions of dollars) 126 438 249
Imports of capital goods, CIF (millions of dollars at 1970 
prices) c/ , 115 299 161
Total central government expenditure (millions of sucres at
1970 prices) 11 398 17 288 52
External variables
Exports of goods and services (millions of dollars) 367 ' 1406 283
Exports of goods and services (millions of dollars at
1970 prices) c/ 335 961 186
Exports of manufactured products (millions of dbllars) f/ 35 120 246
Exports of manufactured products (mülions of dollars at
1970 prices) of 32 82 159
Imports of goods and services (millions of dollars) 460 1 449 215
Imports of goods and services (millions of dollars at 1970
prices) 450 990 136 '
International assets of the Central Bank (millions of dollars) 143 515 259
International assets of the Central Bank (millions of dollars





External debt (millions of dollars) g/ 404 731 81
External debt (millions of dollars, at 1970 prices) c/ 369 499 55
Relationship between external debt servicing and exports of
goods and non-financial services (percentage) 10.1 3.6 -
Financial variables
Quantity of real money supply (millions of sucres at 1970
74prices) 5 953 10 383
Per capita real money supply (sucres at 1970 prices) 930 1 422 - 53
Money supply as a percentage of gross domestic product
(percentage) • 14,1 14.2 -
Total financial savings including money supply (millions of
sucres at 1970 prices) 13 239 22 362 69
Real bank credit to the private seeltor (millions of sucres
at 1970 prices) 11 398 17 288 52
Total securities transacted in the stock exchanges (millions
of sucres at 1970 prices) 400 1 528 282
Shares transacted in the stock exchange (millions of sucres
at 1970 prices) h/ 8.2 11.6 42
Wages and prices
Real minimum wage index 100 141 41
Consumer price index 100 175.2 15i/
Gross domestic product as implicit deflator 100 174.5 15i/
Welfare variables
Number of inhabitants per doctor 2 232 1 953 -
Number of inhabitants per hospital bed 458 523 -
Percentage of population with piped water
Urban 63.1 69.4 -
Rural 7.3 8.0 -
Percentage of population with sewerage
Urban 51.2 54.5 -
Rural 8.1 -
Percentage of population with electricity
Total 33.0 46.0 -
Urban 69.0 89.0 -
Rural ,8.0 14.0 -
Unemployment as a percentage of active population 3.6 3.6 -
Per capita calorie consumption 1 784j/ 1 985j/ -
Per capita protein consumption 41k/ 37k/
Sourcet CEPAL, on the basis of official statistics.
aj Total enrolment divided by the population aged 6 to 11 years.
t>/ The variations in the ddlar values of the indicators are not different from the variations in national currency at 
~ current prices, owing to the stability of the exchange rate between the two dates considered, 
c/ Values in dollars at current prices, deflated by the gross domestic product of the United States, 
d/ 1970. 
e/ 1975.
f/ The increase in growth is due to cocoa preparations and sea products. Also included are sugar, hats and artisan- 
~ type products, which are traditional exports. The Andean Agreement has made it possible to export electrical 
household appliances, ball-point pens, zip fasteners, etc., to neighbouring countries, 
g/ Public sector debt, or debt guaranteed by the public sector, with original maturity of over one year. Excludes 
credit from the International Monetary Fund, 
h/ Figure included in item M3 37. 
i/ Annual average.
J/ 2 300 calories is the internationally recommended level. Data for 1968 and 1974. 
kf 62 grams of protein is the internationally recommended level. Data for 1968 and 1974.
/The course
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The course followed by the capacity to import was also influenced 
by the flow of investment in the petroleum industry and other sectors of 
the economy. Added to this in the last few years was the greater use of 
external credit permitted by Ecuador's increased payments capacity.
The major part of the petroleum resources' benefited the State.
Between 1972 and 1976 real total expenditure of the central government 
rose 52%. The main increase was in investment expenditurè, but current 
expenditure also expanded cons iderably. Many décentrali zed, provincial and 
municipal bodies also participated in this expansion.
The private sector has benefited considerably from this fiscal spending 
in the form of subsidies, reduction of taxes and customs duties, and the 
establishment of public or semi-public enterprises, all of which has 
favoured private activities.
The development of Ecuador's economic and foreign trade has also had“ 
a favourable impact on the financial sector, strengthening existing 
institutions and establishing new ones. Thus, in real terms, financial 
savings, per capita monéy supply and bank credit to the private sector 
increased by proportions ranging from 52 to 69% between 1972 and 1976.
Over the same period the fiduciary bonds transacted in the Stock Exchange 
increased almost four-fold and the shares transacted rose by 42%.
(b) Production increases
While in the decade ending in 1971 the country's gross domestic 
product grew at an.annual rate of 4.6%, in the period between,1972 and 1977 
the rate; was slightly over 10% per year. In view, of the population growth 
rate of 3.2% annually (see reference tables 79 and 80 at the end of this 
part of the Survey) the increase in per capita production during the decade 
was 1,3% annually, while from 1972 to 1977 it was 6.5%.
This favourable situation has been reflected in other branches of 
.production, excluding petroleum» Ecuador's grosé domestic product, without 
considering petroleum activity, grew at an average annual rate of 9% in
1972-1974 and a rate of over 8% between 1975 and 1977. For the non-petroleum 
sectors considered as a whole the production increase has been much more
/stable (see
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stable (see table 11). Thus, for example, in 1975 when petroleum activity 
declined, the product generated by other economic activities expanded by 
7.4%, which is a fairly favourable performance if the depressive conditions 
prevailing in the world economy end the appreciable drop in the growth rate 
recorded that year for the rest of Latin America are taken into account.
Between 1972 and 1976 the total production of final goods and services 
at constant prices increased by 58% and the per capita product by 38%. In 
its turn, manufacturing output in 1976 was 55% more than in 1972. Production 
of wood and furniture, plastics, non-metallic mineral products, intermediate 
metallurgy, electrical machinery and appliances, and machinery other than 
electrical and vehicles recorded considerably higher growth rates than the 
global index. Electric energy generation expanded by 59% and cement 
consumption by 64% (see table 10).
Agricultural production improved considerably between 1972 and 1976 
(30%), thus departing from its traditional pattern of low growth, but 
in 1977 the sector once again expanded slowly.:
Total gross investment grew by 60% and imports of capital goods, 
in terms of foreign currency at constant prices, rose by 160%.
(c) Effects on income distribution and welfare
The data available for 1968 and 1975 indicate that the higher income 
appears to have mainly favoured the middle and lower middle income sectors, 
while the share of the poorest 20% of the population in total income 
declined (see table 12). This point will be dealt with again later.
On the other hand, positive changes were noted in the demographic and 
welfare indicators. The birth rate dropped by 5% between 1972 and 1976 and 
the mortality rate by 10%. The literacy rate which covered 70% of the 
country’s population in 1972 increased to 75% in 1976. There were increases 
in the consumption of calories, in the number of doctors per inhabitant, and 
in the percentage of the population with piped water, sewerage and electricity. 
There was, however, a setback in the consumption of protein.
/Table 11
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ECUADOR» GROWTH RAIES OF GROSS DOMESTIC PRODUCI AND IMPACT OF PETROLEUM
Table 11
1968 1969 1970 1971 1972 1973 1974 1975 1976 1977a/






4.7 4.0 5.9 5.0 7.0 18.7 17.6 3.4 9.7 6.5
4.7 4.0 5.9 5.0 4.7 12.0 10.4 7.4 9.0 8.1
- - • - - 2 087.0 308.0 102.7 -22.8 16.2 -8.2









. ECUADOR; DISTRIBUTION OF XNCOÍE
Population strata
Average incomes per stratum 
(sucres at 1975 prices)
Share in total 
income 
(percentages)
- 1968 1975 '1968 1975
Poorest 20# 419 444 "• ' 3.4 3.0
Lower middle 30% 1 036 1580 12.6 16.0
Middle 25% ,2 041 2 785. , 20.7 . 23.5
Upper middle 15% 3 782 4 602 23.0 23.3
Higher 5% 6 257 6 346 12.7 10.7
Upper 5% 13 599 13 937 27.6 23.5
(Top 0.5%) (22 363) (29 129) (4.6) (4.9)
Source; INDC, national Household Survey (1968) and Rational Population and Employment Survey (1975).
Study by Roncada and Villalobos, Distribución del ingreso, estructura productiva y alternativas 




The economy has shown significant disequilibria in its recent 
development. The first instance relates to thè marked differences between 
the rates -of growth- of the various economic sectors, While, manufacturing 
and construction havè reached high rates of expansion, it was not until 
1973 that this happened in agriculture, especially that producing food for 
the home market. Another instance of disequilibrium has been the somewhat 
uneven growth of the various regions in the country. While the most important 
urban centres and two or three more in the provinces have shared extensively 
in the petroleum bonanza, the rural regions and other urban centres seem to 
have been hardly affected by the radical change occurring in the country’s 
economic conditions. The distribution of incomè among the various social' 
sectors may also be regarded as uneven.
/II. USE
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II. USE OF PETROLEUM POTENTIAL TO PROMOTE DEVELOPMENT
The positive aspects or benefits deriving from petroleum exports are 
considered, first of all, in terms of the changes occurring in the external 
sector: increased capacity to import, changes in the flows and volume of
trade and modifications in other elements of the balance of payments.
Secondly, the effects on public sector finances are analysed since, as 
noted earlier, the State has been the main beneficiary of the new resources. 
This is followed by a review of developments in connexion with global and 
sectoral growth, income distribution and social development. Lastly, reference 
is made to the growth and diversification of the financial sector as a result 
of the expansion of trade, the increased size of the economy and its 
additional financing needs.
Expansion of the external sector
Although the extraordinary expansion of the external sector is mainly 
attributable to exports of petroleum, the increase in sales of other products 
was also significant owing to favourable world prices (coffee, cocoa) or the 
increased" quantities exported (sea products and some manufactures). Some 
additional factors were the flows of private investment in petroleum and other 
economic activities and the disbursement of external credit, which rose 
sharply in 1976 and 1977.
Ecuador has tried to expand or maintain the markets for its traditional 
export products and to obtain the greatest possible advantages within the 
process of Latin American integration, especially in the Andean Group.
Several tax, credit and other measures have been adopted with this end in view
The balance-of-payments position showed a large surplus between 1972 
and 1977, except in 1975 when a deficit of approximately 60 million dollars 
was recorded. As a result, the country's gross international reserves rose 
from 65 million dollars in 1971 to 670 million in 1977 (see table 13).
/Table 13




Tear Total Gold SDRs nrposition
Foreign
exchange
1965 46.0‘ 5 11.2 34.8
1966 61.1 11.0 50.1
1967 69.1 17.1 52.0
1968 57.3 26.2 30.6
1969 65.0 22.1 42.9
1970 83.2 19.0 0.1 64.1
1971 64.7 20.2 •3.6 . 40.9
1972 143.4 13.5 7.3 122.6
1973 241.1 16.3 6.7 6.8 211.3
1974 349.9 16.5 7.9 11.3 314.2
1975 285.6 15.8 7.4 15.5 247.0
1976 , 514.7 16.3 7.0 491.4
1977 670.5 17.0 9.7 643.8
Source; International fbnetary Fund, International Financial Statistics, April 1978.
/(a) Trade
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(ei) Trade in goods and services and the terms of trade
Petroleum began to be sold in August 1972 and in that year exports of 
goods totalled 320 million dollars, which represented a 36% increase over the 
previous year and 60% oyer the average for the five-year period 1966-1970; 
the following year exports rose to 500 million dollars, 280 million of which 
were petroleum exports i-\ *
Subsequently, sales abroad exceeded 1,200 million dollars as a result 
of the sharp rise in fuel prices. The fall in the value of exports in 1975, 
in its turn, was due to a drop in the physical production of crude, and the 
rise in 1976 was mainly.due to the increase in sales of coffee (which rose 
140 million dollars), and of cocoa preparations (40 million dollars) which 
have gradually replaced exports of cocoa beans (see table 14).
Bananas, which were the main export from 1950 to 1971, have remained 
at the same level:in the last few years, generating foreign exchange earnings, 
that have fluctuated between 125 and 150 million dollars annually. Sugar, 
which recorded a considerable increase in 1974 with the sharp rise in the 
world price, showed a decline in subsequent years and produced an income of 
only, 14 million dollars in 1977. <
Several other products of less significance have expanded rapidly in the 
last few years. The most important among these are fish products and 
preparations, whose sales rose from 16 million dollars in 1972 to 66 million 
in 1977. Exports of other goods such .as abaca fibre, wood, metal manufactures, 
electrical household appliances, articles of textile fibres, hats and 
pharmaceutical products also, increased appreciably during this period.
Imports of goods have followed in the wake of the rising movement of 
exports. Their fluctuation?.have also been influenced by the variable flow of 
private investment and external credit and by the internal measures adopted ^ 
by the authorities in .1975 to counteract the drop that was occurring in 
international reserves . The. average international reserves in the period
1973-1976 stood at nearly four times the amount observed in 1966-1970. In 
1972, inports fell by approximately 25 million dollars, basically owing to the. 
conclusion of investment in „the oil industry. In 1973 they rose to 400; millior 
dollars, i.e., by 40% over the previous year’s level. In 1974 they grew by
-■■■.* - /Table 14 '
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Table 14
ECUADOR« BREAKDOWN OF EXPORTS OF GOODS (FOB)
1966 1970 1972 1974 1976 1977a/
Millions of dollars
Basic commodities 193 215 284 1 118 1 '175 1 119
Bananas 104 126 125 129 144 149
Cocoa 39 22 24 103 33 ■ 58
Coffee 35 50 47 68 205 155
Fisheries products 4 5 13 17 34 34
Petroleum 1 1 60 792 . 726 713
Other 10 11 15 9 33 10
Processed products 18 20 39 108 121, 277
Sugar and molasses 8 10 17 45 6 14
Cocoa preparations 3 3 6 23 62 182
Sea food preparations 1 2 3 12 20 32
Other 6 5 13 28 33 49
Total exports 211 235
Percentages
323 1 226 1 296 1 396
Basio commodities 91.5 91.5 m 91.2 90.7 80.2
Bananas 49.3 53.6 > 38.7 10.5 ,11.1 10.7
Cocoa 18.5 9.4 7.4 8.4 2.5 4.2
Coffee 16.6 21.3 1.4 5.5 15.8 . 11.1
Fisheries products 1.9 •' ' 2.1 4.0 1.4 2.6 2.4
Petroleum 0.5 0.4 18.6 64.6 56.0 51.1
Other 4.7 4.7 4.6 0.7 2.5 0.7
Processed products 8.5 8.5 12.1 8.8 9.3 19.8
Sugar and molasses 3.8 4.5 5.3 3.7 0.5 1.0
Cocoa preparations 1.4 1.3 1.8 1.9 . 4.8 13.0
Sea food preparations 0.5 1.0 0.9 1.0 '1.5 2.3
Other 2.8 2.1 4.0 2.3 2.5 3.5
Total exports 100.0 100.0 100.0 100.0 100.0 100.0




more than twice as much as in 1973, while in 1975 and 1976 they stabilized 
at a value of a little over 1,000 million ddllars annually, as a result of 
the enforcement of the above-mentioned measures. These measures determined a 
smaller demand for imports during the greater part of 1976. The following 
year, in contrast, the volume imported rose to about 1,300 million dollars 
(see table 15). ^
The composition of imports has recorded some changes. Raw materials and 
intermediate goods dropped, from 50% of the total in 1970 to *+2% in 1977.
Imports of capital goodsv for their part, showed a rising trend - from 30% in 
1970 to 45% in 1976-1977 - coinciding with the growth of the investment 
coefficient that took place in this period. The share of imports of consumer 
goods, in their turn, dropped from 13% in 1970 to 10% in 1976. Finally, 
imports of fuels and lubricants practically ceased (see table 16).
So far in the 1970s Ecuador has profited from the terms of trade.
Although the unit value of imports increased steadily owing to world inflation, 
the average prices of exports rose considerably in 1973 and 1974 owing to the 
rise in oil prices. Accordingly, the terms of trade were 56% higher in 1976 
than in 1970. It should be borne in mind', however, that since 1974 this 
relative advantage has diminished. If petroleum is excluded, the terms of 
trade dropped nearly 18%,between 197Q and 1975, and in 1976 they regained their 
1968 level thanks to the sharp increases in world coffee and cocoa prices 
(see table 17).
Services other than of a financial nature recorded a negative 
balance for Ecuador which averaged 145 million dollars in the period 1973- 
1976. Nevertheless, the income from these services has grown significantly 
owing to the development of the Ecuadorian Merchant Fleet, the Ecuadorian 
Aviation Company and a considerable increase in tourism.
/Table 15
table 15 
BCUASQRs BALANCE OF PAXMEMS 
Omilqns of .dollars)
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i ■ Arr.ju.i! ..-Ii—
Average
1966-1970 1971 1972 1973 1974 1975 1976 1977a/
Average
1973-197
Ctarreat a c c o u n t >
Exports of goods and services 244 266 367 633 1 333 1 127 . 1 407 1 527 1 125
Goods FOB 205 238 323 585 1 225 1 013 1 296 1 396 1 030
Non-financial services ; . id ; v 27 ••42; 42 83 97 98 110 80
Imports of goods and services -313 -438 -460 -653 -1 327 -1 379 -1 449 -1 844 -1 202
Goods FOB -209 • -306 -281 -397 -b72 -1 006 -1 050 -1 365 -«a
Non-financial services ■ -76 - -96 -136 -112 -231 : -308 -249 -377 U -225
Net profits and interest on capital “27 -35 -41 -138 -198 -49 -138 -148 -ia
Profits -20 -26 -a -126 -202 -41 -108 -90 -119
Interest received 1 2. 6 25 ¡17 1£ 21 15
Interest paid -7 -10 -12 -18 -22 -24 . -43 -72 -27
Net transfers ̂Ctotai) 4 13 16 i5 27 31 32 41 17 33
Private - ■ . ■. . 5 8 8. 8 16 13 14 10 13
Official 8 8 8 19 15 20 27 7 20
X. Balance on currefet account and transfers -76 -156 -77 7 38 -220 -2 -300 -44
Capital aoeount
II. Long-term non-mo Aetary Capital 62 181 159 ■ 77 105 200 295 398 169
Direet investment in Ecuador 38 162 81 . ...52 77 95 80 2» 76
Private long-term credit 7 1 7 ' -1 20 42 43 46 26
Disbursements " ■ : 12 . 1 8 1 35 . 99 64 99 40
Amortization payments -4 -1 -1 -2 -15 .. r!8 -21 -53 14
Long-term credit to the Government 17 18 72 26 9 63 172 322 67
Disbursements ’■ ■ . .- 29 •. 48 105 60 • 90 90 •205- 424 • 111
Amortizations payments -12 -30 -33 -35 -81 -27 -33 -102, 44
III. Basic balance (l + II) -13 25 82 84 14* 20 293 96 125
IV. Short-term capital, including errors and
omissions 17 -39 rll. 7 -33 -45 -90 38 -to
Errors and omissions 15 -60 13 6 —29 -47 53 • •• -4
Other •: '2, ' 21 -25 ■ 1. , . -4 3 -143 • • -36
V. Allocations of SDRs 1 4 4 - - - - -
VI. Variation in international monetary
reserves (III + IV + V). ' / ’ " '
(minus sign signifies an increase) -4 11 , ”74 -91 -110 65, -203 -136. -85





ECUADOR» BREMKMI OFUPOR'K OF GOODS (CIF)
(£®2S2$SS£5.̂
. . - - ■- . .. ... . . «.....T T __.i:..., 1 "":
. .... .. , ̂ .... 1968 1970 1972 1974 1976 1977a/
Rav materials and. intermediate goods 51.1 50.0 42.4 45.8 45.0 41.8
Agriculture 1.9 2.0 1.4 3*8 2.3 2.0
Manufacturing 39.7 42.4 33.2 37.5 35.9 33.2
Construction
• - ' ' . f .
9.6 5.6 7.8 4.5 6.8 6.6
Capital goods 30.5 30.0 39.5 34.6 44.1 46.7
Agriculture 2.7 2.8 1.4 2.1 2.6 2.0
Manufacturing 16.3 15.3 24.0 18.1 < 25.6 25.1
Transport . 11.6 11*9 14.1 14.5 16.0 19.6
Consumer goods 14.6 13.2 -14.5 14.9 9.9 10.9
Durable 5.4 5.1 5.1 7.6 4.0 5.3
Non-duraWe 9.2 8.1 9.4 7.3 5.9 5.6
Fuels tod'lubricants ' - . .. 3.7 .... . 6.3 3.3 4.4 0.7 0.5
Other 0.1 0.5 0.3 0.3 0.3 0.1












Index of unit 









Excluding General _  . . ■ petroleum
(4=1j3) (5=2*3) .
1968 86.0 86.0 78.7 109.3 109.3
1969 89.0 89.0 80.9 110.0 110.0
1970 100.0 100.0 100.0 100.0 100.0
1971 99.9 99.9 106.1 94.2 94.2
1972 103.3 103.9 113.2 91.3 91.8
1973 146.0 126.6 131.0 111.5 96.6
1974 302.3 159.4 167.0 181.0 95.4
1975 267.5 155.5 189.5 141.2 82.1
1976 307.3 23.5.7 197.5 155.6 109.2
Source» Central Bank of Ecuador.
a/ Index of prices (in dollars) per kilogram.
/The net
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The net balance of profits and interest was also a negative amount 
averaging 130 million dollars in the period 1973-1976. Contributing to 
this were remittances of profits on direct investment, particularly of the 
oil companies, but also on other diréct'jpirivate investment, and the increasing 
payment of Interest òn thè'éxtefnàl diBt. Thé ’ total profits shown for 1973 
and 197U are probably overestimated owing to the fact that, as noted earlier, 
in those years the reference price for petroleum was higher than the price 
the companies were able to obtain for their sales on the world market. They 
thus acquired from the Central Bank the difference which is recorded as part 
of the profits. The interest received by Ecuador mainly represents the 
proceeds from the investment abroad of the international currency reserve 
accumulated by the country (see table 15).
(b) Movement of capital and external indebtedness
The development of petroluem brought about an increase in foreign 
private investment, four-fifths of which, in the period 1968-1971, was 
channelled into this activity. In the next four years, however, there was 
a considerable increase in “private investment in manufacturing, construction, 
commerce, finance, insurance, and the electricity, gas and wafer services.
In spite of the decline in investment in the petroleum industry in the years 
1972-1975, average private investment was only a little less than in the 
four preceding years (see table 18). Moreover, in the period 1968-1971 
almost all the foreign investment came from the United States. In contrast, 
in 1972-1975 United States investment represented only 60% of the total and 
large sums were invested by the United Kingdom, the Federal Republic of 
Germany, Switzerland, the Netherlands, France, Japan and several Latin 
American countries.
Up to a few years ago the level and rate of Ecuador's external 
indebtedness had kept relatively low, if considered in comparison with both 
goods and services and the gross domestic product. The first external 
credits were received shortly after the Second World War and the first 




ECUADOR* NET FOREK» MVESTMOT Bï ACTWIK 
(Millions of dollars)
Anmal averages







Finance and insurance 0.6 5.0
Electricity, gas and water - 7.9
Other 4.3 -2.4
Sonrce* Central Bank of Ecuador, Balance of Payments (bit.
/for Reconstruction
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for Reconstruction and Development. Added to these in tbe 1960s were the 
Inter-American Development Bank and the Government of the United States 
under the programme o f  the Alliance for Progress.Loans also began to be 
received from somegovernments ofEuropean countries and, concurrently, 
credit from private suppliera was gradually developed.
Between 1968 and 1971 the share of official credit in the debt declined 
and that of private credit increased. After* that date and up to 1974 the 
reverse occurred owing to the policy adopted, whose aim was to contract 
loans only under favourable interest and repayment conditions. Since 1976 
and particularly in 1977 a more flexible policy was put into effect for 
the contraction of external credit, mainly from private banks, which, 
significantly increased the share of these institutions. Concurrently, 
the proportion of the disbursed debt in relation to the total debt 
contracted increased (see table 19).
The relation between debt servicing and exports of goods and services 
rose moderately in the period between 1968 and 1971 owing to the slow 
growth of exports. From 1971 onwards the coefficient declined steadily, 
reaching 5.8% in 1976 as a result of the policy of limiting external 
borrowing. This situation changed substantially in 1977 when the coefficient 
rose to 11.6% (see table 20).
As regards the .terms of borrowing, the share of contracts, for periods 
of over 15 years had considerably increased in the years 1973 and 1974, but 
declined in 1975-1977 when repayment periods of less than 10 years began 
to predominate. An improvement was also observable in interest rates in 1973 
and 1974j in the next few years an extraordinary increase took place in 
non-identifiable interest rates, for the contraction of loans in Euro-currency 
at varying rates of interest (see table 21).
(c) Direction of trade and economic integration
Between 1972 and 1976 the geographical direction of trade showed some 
significant changes. Nevertheless, the large share of the United States has 
remained stable. In fact, both In 1972 and in 1976 nearly 35% of Ecuador*« 
exports were destined for the United States and 38% of its imports caine 




ECUADOR: SHARE OF VARIOUS CREDITORS IN EXTERNAL INDEBTEDNESS 
(Percentages)
,1968 1971 1974 1976
Private credit 33 29 46
Banks and financing 
institutions 5 9 12 31
Suppliers 26 -.'36 16 13
Bonds 1 . H -  ' ' 1 ' .V:.. 1
Official credit ' 66 54 71 " ‘ 54
Multilateral 34 27 47 23
Bilateral 32 27 24 31
Total debt 100 100 100 100
Disbursed 59 56 54 70
Not disbursed
; - ... **1 44 46 30
Source: Central Bank of Ecuador, Balance of Payments Unit.
Table 20
ECUADOR: RELATION BETWEEN EXTERNAL DEBT SERVICING AND EXPORTS OF GOODS AND SERVICES
(Millions of dollars)
Xear Servicing of external debt
' ■ . Exports of goods and 
services
Service payments 










































Sources: IBRD; IDB, El endeudamiento exterao de America Latina, May 1977; and Central Bank of 
Ecuador.
a/ Including an extraordinary amortization payment of US$ 40 million to the Manufacturers 
Hanover Trust, 
b/ Preliminary figures.
c/ Estimates. • ,“ /Table 21
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Table 21
ECUADOR» STRUCTURE OF AMNUA1UC CONTRACTED EXTERNAL DEBT 
(Millions of dollars)
1972 1975 1974 1975 1976 1977a/











Maturity period * .....  -  - ,  . . . . . .
in years
0 -  5 14.8 13.2 2 .4 2 .9 - 6 .9 4 .2 18.7 5.7 24.2 3 .7
5 - 1 0 47.6 42.5 8 .6 10.5 5 .3 4 .4 88.4 53.9 216.2 66.1 439.3 67.9
10 -  15 10.0 8 .9 10.5 12.8 - . - 23.9 14.6 7 .0 2.1 97.5 15.1
Over 15 39*6 35.4 60.3 7 3 ^ 116.1 95.6 44.7 27.3 85.4 26.1 86.4 13.3
Total 112.0 100.0 81.8 100.0 121.4 ibo.0 163.9 100.0 » 7 .3 100.0 647.4 loQ.0
Interest rates
(annual percentage)
0 -  3 39.6 35.4 41.9 51.2 59.4 49.0 a . i 12.9 11.8 3.6 12.6 1.9
3 -  6 2 .5 2 .2 - ■- 1 .5 1. 2 - 33.9 20.7 - - 31.3 4.8
6 - 9 -  69.9 62.4 20.4 2 4 .9 58.0 47.8 62.7 38.3 151.1 46.2 141.8 a . 9
Over 9 - - 16.9 20.7 - - 3 .4 2.0 14.0 4 .3
Unidentifiable - 2 .6 3 .2 2 .5 ¿0 42.8 26.1 150.4 45,9 461.7 71.3
Total 112.0 100.0 81.8 100.0 i a . 4 100.0 163.9 100.0 327.3 100.0 647.4 100.0
Sources» International Monetary Fund, Eouador» Recent Economa Developments, 1977? Central Bank of Ecuador, 





ECUADCRl GEOGRAPHICAL DIRECTION OF JRAEE 
(Percentages)
“ Exports of goods (FOB) Imports of goods (CIF)
■ •• -• ■ * -...■■■- ■ —  - ... 1972 1976
v. . . - ,-di?
United States 34.5 34.7 38.3
Japan ■ 15*3 '■ 1.2 11.9 14.«
European Boonomic Community 18.6 10.3 ‘ 18*3 18.8
Other countries of Hestern Europe 2.2 2.3 12.6 8.5
CMEAa/ 4.0 4.1 1.5 1.0
Panama . ... 4.9 13.3 .. ’ . : ■ *
wrai' 11.4 26.0 12.3 14.1
(Andean Group) (9.3) (24.5) (8.1) (9.6)
Other countries 8.9 8.1 5.1 5. 2 ’
TOtal 100.0 100.0 100.0 100.0.
Sources Central Bank,Annual Report, 1973 to 1976.
a/ Council for Mutual Economic Assistance (socialist oountries of Eastern Europe)*
/Japan's share
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Japan's share of exports has declined sharply with its recent switch 
to the Philippines as a supplier of bananas. On the other hand, imports 
from Japan have grown rapidly during those four years and their share rose 
from 12% in 1972 to around 15% ini I w ?  ■~-4sxj>sin6 to the European Economic 
Commxmity represented a significantlylower proportion in -1-976 than in ,1972, 
on account of the fact that Ecuadorian^oil has not been) sold in Europe. , 
Imports from the Community, however.,..retained a.similar' Share in the two 
years considered. ^
Other countries of Western Europe reduced their share in Ecuador's sales 
while maintaining their proportion of its purchases. "The socialist countries 
of the Council for Mutual Economic Assistance showed no significant changes 
in their relative proportions. Ecuador has sold them mainly bananas and 
coffee, but reciprocal trade has been5fairly unbalanced since imports stood 
at fairly low percentages.' Since this trade is effected under bilateral 
payments agreements, surpluses have^ acc^ulated in favour"of'Ecuadorwhose* 
utilization has run into limitations.
Ecuador's exports to the LAFTA countries, particularly the members of 
the Andean Group, grew vigorously between 1972 and 1976, to the extent that 
in the last year considered they amounted to nearly 25% of total sales. This 
was largely due to the fact that Colombia^ Peru and Chile are important buyers 
of Ecuadorian petroleum. Imports from those countries also increased 
appreciably, but at a lower rate than exports (see tables 23 and 24).
Being a small country, Ecuador has placed high hopes for its development 
on the^integration offDaltin America^and particularly on G£6iip.
Although Its trade with those subregional market^' hah shown significant 
increases in both exports and imports, if petroleum is*excluded the trade 
surpluses recorded in the last few years are converted into deficits. .
In addition to Ecuador's trade in traditional products, the system of 
immediately opening tip to externalmarkets and the special regime favouring it 
as a relatively less developed country have enabled it to export to the ' 
countries of the Andean Group a certain quantity of manufactured products 
such as household electrical appliances, zip fasteners, ball-point pens, cocoa 
preparations, wood, ?®xtile fibres and other products which in 1976 totalled 
around 23 million dollars. Although •

















- ' Baladoe 
“G-37
(4)
1967 14.9 12.5 2.4
1968 15.1 14.4 0.7
1969 1 15.9 ■ 31.0 *l&il
1970 - 20.2 34.7 . . -14.6
1971 ».5 50.4 -25.0
1972 • 37.1 ■ 31.4 38.6 •. .1.7
1973 91.6 . 46.2. 57.6 34.0
1974 189.2 62.1 106.3 82.9
1975 206.0 ' , 66.5 : 124.1 81.9
1976 293.7 ■ 73a 140.4 153.3
Source! Central Bank,Annual Report, 1973, 1974, 1975 and 1976. ' L • " .: ~ V - '
Sable 24
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1967 11.1 8.8 2 .3
1968 ■ ■ 11.1 • 10.8 0,3 t  . ■
1969 11.4 13.5 -2 .1 -
1970 14.5 a . 3 —6.8
1971 19.1 : 36.9 -17 .8
1972 30.2 24.5 . 24.3 5 .9 0.2
1973 76.9 34.5 36.7 40.2 ’ ; -2 .2
1974 171.2 44.9 ’ 61.1 . U 0.1 -16 .2
1975 184.8 45.3 76.7 108.1 -31 .4
1976 276.4 55.8 95.5 180.9 -39,7
Source» Central Bank,Annual Report, 1973 and-1976.
a/ Including trade with LAFXA. . r
/The rapid
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The rapid growth of imports from countries ip the two subregions was due 
to thq concessions grated within the .context of LAFTA, since Ecuador is not 
due tor initiate the,process of liberalization within the. Andean Agreement 
until 1980. The Ecuador!^ authorities have publicly announced their 
intention to seek a. ,review .of the 'concessions granted within LAFTA to the 
three, largest countries .(Argentina« Brazil and Mexico) without counterpart 
benefits. .. >■■
Ecuador has great hopes of the agreements on sectoral programmes in 
industries such as petrochemicals, steel-making and the.metal manufactures 
and machinery industries. In 1977 the Gojiraission of the Cartagena Agreement 
adopted the sectoral programme for the mptor vehicle industry. Thus it may 
be hoped,that the difficulties and'delays that .have arisen on other occasions 
and have 'Caused a certain amount of .frustration can be overcome.
In the financial field of integration it should be noted that the total 
credit granted by the Andean Development Corporation up to the beginning of 
1970.was about 200 million dollars, of which Ecuador has received somewhat 
more than 25%.
Cd) External sector policies y.
The policies followed by the ̂ Ecuadorian authorities .with respect to 
the external sector have pursued various objectives. They have aimed at 
maintaining the stability of the balance of payments and a level of 
international reserves m a t  is considered adequate for the country’s 
requirements. They have also endeavoured to reduce the effects of the ; 
balance-of-payraents position on the volume of the means of payment. Other 
important objectives have been to achieve a supply of goods from abroad- that 
will contribute towards the country’s economic development or make consumer 
goods available at reasonable prices. In addition, they have attempted to. 
prevent any disequilibnia in the exchange markets which might undermine the 
stability of the national currency, ■•■.r-
(i) Exchange polity. Throughout-the 1970s Ecuador has had a dual 
exchange system in force. There is an official marketin.which the central 
rate fixed at 25 sucres, per ̂dollar hasiremained unchanged. :The Oefltral 
Bank purchases dollars at 24.80 sucres and sells them at 24.95 sucres, in 
accordance with provisions adopted in February 1973. The official market
/accounts for
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accounts for about two-thirds of the transactions in foreign currency, which 
in 1976 represented approximately 1,100 million dollars. All operations in 
visible foreigntrade, and some in invisibles as determined by the Central 
Bank, are effected in the offioial'marketv . Government and public sector 
operations with other countries are also transacted here.
On the free market, which is -operated by commercial banks and authorized 
money exchanges, foreign currency may be purchased and sold for all purposes' 
other than those earmarked for the official market. The free market exchange 
rate fluctuates according to supply and demand, but the Central Bank has 
from time to time intervened in both purchases and sales.
Since August 1976 the Central Bank has been effecting•so called free 
market operations directly with the public, but sometimes at a different i 
exchange rate from that prevailing in the free meuket outside the Bank. The 
operations permitted in this new market are expressly defined in the 
resolution authorizing them. They are mainly the sale of a certain amount 
of foreign currency for foreign travel and other items, and for remittances 
of capital that has been registered with the Central Bank.
In the free market the sucre appreciated in value between 1972 and 1974. 
Subsequently, its value remained practically at the same level as in the 
official market up to October 1975. From that month up to the first quarter 
of 1977 the Sucre tended to devalue, reaching 29 sucres to the dollar; but 
from the second half of 1977 to the beginning of 1978 the trend was reversed 
and the margin between the two markets reduced, so that early in 1978 the 
dollar was quoted at about 4% higher on the free market than on the official 
market.. ■
As a result of the start qf petroleum exports in August 1972 and of the 
inflow of short-term capital in the latter part of the year and the first 
part of 1973, a significant increase took place in the Central¿Bank's 
international reserves. On that occasion, the idea of revaluing the sucre 
was suggested in some circles, but was discarded by the authorities owing to 
the impact they thought this would have on traditional exports* Instead, it 
was decided to fix the central rate referred to above, and the official
/purchase and
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purchase and sales rates. A? a supplementary measure, some taxes on exchange 
operations were eliminated aqd the; authorities were, empowered to, establish 
taxes. *on tariffs, while the Central Bank started to intervene in the .free 
market with the.object of peeping the two markets fairly close together.
On the same date, prior import deposits were eliminated, which meant 
freeing monetary resources to an approximate, valjie of 1*000 million .sucres.
In 1973, taxes on imports, cf fertilisers for agriculinire^were eliminated, ¡and 
in the first quarter of 197a there was} virtually a general reduction in 
customs duties, though with greater emphasis on imports of capital goods and 
inputs for those economic activities which the authorities particularly wished 
to promote. <.■■■■
(ii) Balance-of-payments stabilization po,ljcy * .JL97a-1975. A  temporary 
drop in petroleum experts which started in the se.coni . quarter of 197U and . 
the continuing expansion of;iB®orts,madf themselves¡felt op the international 
monetary reserveswhich began to decline in April1 9 Also qqntributing to 
this situation was the fact that the Central Bank, which had been a net buyer 
of foreign currency when it started operating on. the free market,, in 197H 
became a net seller to a value equivalent.t to 35 millioxr dollars» Hence in 
July And August A975 theCentral Bank.adopted a.number pf measures aimed at 
re-establishing the equilibrium in the external accounts.
In. July of that year, imports of certain articles were temporarily . 
suspended, a prohibition which was extended several times but was eliminated 
at the end of 1976. With, the same end.in v}ew, a reclassification, was. made 
of the goods catalogued, in Lisp I (essential.goods which constitute the major 
proportion of imports), and List II, (comprising, less indispensable goods).
The goods classified in.List I were divided into two segments, A and B, the 
first containing.goods considered to.be absolutely esseptial, and the sepond 
those of a less essential nature. Simultaneouslyprior import deposits 
were re-established. Segment A of List I was excluded from these deposits; 
fbr segment B the deposit was the equivalent of 20%,; and for, thp goods 
included in List II it was 30%, which had to remain in the Central Bank for 
180 days. Some specific imports were exempted. At the same, time, a decree 
was enacted establishing a tariff surcharge of 30% over the CIF value of 
imports of goods classified in List II.
/These measures,
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Thesé nedsurés','''COiib^«â'''wi^'"<â^'ich(àn?ency restriction- ’abated by 
the balatice-of-paytnehts deficit," Succeeded in restoring the balance and in 
the latter part of*Î975 the Central Bank'once again increased its reserves. * 
For the whole year, however, the loss in foreign currency amounted to 
65 million dollars. ‘
In 1975 the Central Bank effected somewhat infrequent operations on 
the free exchange market, with the purpose of preventing an even greater 
drain on its reserves. Even after the improvement irt the balance of payments 
at the end of 1975, however, the Bank considered that it could not operate 
in thàt market in view of the difference ih the price of the dollar in the 
two markets. This was responsible for the decision of the monetary authority 
in August 1976 referred to above. The Central BAnk’s intervention from that 
date ohwards was basically intended to prevent a wider gap between the 
Official arid the fî ee dollar. Added to these considerations ¿ a t  the end 
of 1976 the growth of the Central Bank’s foreign exchange reserves was 
redüced owing to the heavy contracting of external loans from that time 
onwards. This âàlès policy continued up to the middle of 1977 when the“ 
value of “the free market dollar started to decline.
(iii) Private investment and foreign loans policy^ As regards foreign 
capital investment, Ecuador has officially observed the provisions of 
Decision" 24 of the Cartagena Agreement. In the last few yéarA, 'however, as 
already noted, foreign investment has been substantially higher than* ih the • 
early 1970s and has been much more diversified in terms of economic 
activities and the countries from which it originates.
Ih January 1975 the entry of new foreign investment in the banking 
sector was prohibited, but this prohibition Was lifted on 30 September of ‘ 
the same year. No foreign investment has been authorized for the construction 
of urbanisation projects, buildings or dwellings of any kind, of for imports 
of products for the domestic market unless the companies concerned have 
some dynamic element for the expansion of production activities.* The profits 
mAy be reinvested provided they derive from resources which the investor 
was entitled to remit out of thé country. '
•* ■ , /in .the
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In the early years of,, the petroleum era an attempt-wag made, to limit 
the contracting of external.loans,. Taxes were even established on registered 
loans, a measure which wag subsequently confined to short-term loans only.
The aim was to obtain loans only on concessionary terms from multilateral 
credit institutions,* Some examples of this policy were the advance repayment 
in 1974 of a loan from a United States^bank,, and the fact that the oil 
refinery at Esmeraldas --.wss financed exclusively with national resources, a .. 
credit offered by Japan having been rejected. The policy changed, however, 
in the latter part of 1976 and .in 1977, a period in, which f uller use was 
made of external credit;, mainly, from banks, with the object o f  financing 
government and other public sector investment projects. Public income from 
petroleum has declined owing to the relative stability of foreign,exchange 
earnings from this activity, and because they have been converted into sucres 
at a fixed exchange rate, while a parallel rise took place in domestic prices.
(iv) Export promotion policy — . The authorities have been conscious that 
the country must promote exports and,grant special preferences for non- 
traditional and industrial exports. rTwo important economic policy instruments 
which the Government has used; for this purpose are taxes on exports and the 
tax rebate certificate (CAT). .
During the present decadq export taxes; ;have at different times and, ■ 
rates affected commodities such as cocoa, bananas, coffee, sugar, petroleum, 
shrimps, and products manufactured by enterprises under the Artisan-Type 
Industry Promotion Law. In August 1970 nearly; all export taros were raised 
by varying percentages for a number of products with the object of limiting 
the profit obtained from the rise in the exchange rate from 18 to 25 sucres 
to the dollar which was decreed at that time . For * example,. in the case of 
coffee which would have obtained a net profit o f nearly.39% from the 
devaluation, the profit was reduced to 21% due to the tax.
Export taxes on bananas were, eliminated in 1971 for the Gross Michel 
variety (a non-resistant commodity which is hard to sell on the, world market) 
and for those exported-/through theiport of Esmeraldas. In 1972 the tax was 
also lifted on exports by small producers organized in banana co-operatives. 
Finally, in 1976, owing to the difficulties in marketing bananas, the export 
tax was completely eliminated.
/Coffee was
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Coffee was subject to different export taxes, according to the type of 
coffee concerned, and to additional taxes, of which one of 15% was established 
at the titne of the devaluation of thé sùcre in 1970. In May 1977 coffee 
exports were subject to à global'tax of 35%on the FOB value, in replacement 
of the taxes in force at that time amounting to 27%. This measure was taken 
with the object of absorbing the additional income which coffee producers 
have been obtaining from the high prices of this commodity on the world 
market. v-
SUgar was taxed ih 1970 by 15% of the FOB export valuej the tax was 
reduced to 12% in 1974 owing to the difficult situation this commodity'was 
facing on the world market. Shrimps,-for their part, have been subject ' 
throughout the decade to the export tax of 10% which was established at the 
time of the devaluation. r -
The system of tax rebates has operated by means of a certificate issued 
by the Cehtrtel Bank which serves to pay taxes to which the exporter may be 
liable and which is negotiable on the Stock Exchange. Tax Rebate Certificates 
ATe extended fmr exports by the agricultural sector, provided the FOB export 
value of the commodity concerned had been less than 5 million dollars in 1970. 
The rebate is equal to 4%. For exports by small-scale ahd artisan-type 
industry governed by the relevant law, there are rebates equivalent to 5 or 
10% of the export value, according to whether the exporters are private 
persons or enterprises. With respect to larger industries which are governed 
by thé Industrial Development Law¿when the export value of the product had 
been less than 3 million dollars in 1970, tax rebate percentages are granted, 
ranging from 7 to 15% according to a sliding scale which rises in accordance 
with thë export value of the produit concerned.
In 1977 a tax rebate was also established for exports of raw sugar, 
according to a scale of percentages moving in inverse proportion to world 
market sugar prices. This rebate may be as high as 15% of the FOB export 
value when the world price drops to less than 7 US cents per pound-. - On the 
other hand, thé tax rebate of 15% for semi-processed cocoa products has been 
reduced Po 5% since September 1977.
* ‘ /The taxes
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The taxes paid with tax rebate certificates amounted to 350 million 
sucres in 1976, a sum equivalent to about 2% of the current income <?f the 
central government, and in 1971 their maximum value was 370 million sucres, 
or equivalent to 8% of that income. v
The various activities have tried to stimulate the export trade not only 
by means of tax measures but also through, credit policy. The Central Bank 
performs discount operations directly with exporters in order to finance 
traditional exports of goods for up to one year. The Values Commission has 
established; an Export Promotion Fund (FOPEX) which is designed to finance 
non-traditional exports. This Fund has access to rediscount operations and 
financing by the Central Bank.
In 1976 the Central Bank drew the attention of the International 
Monetary Fund authorities to the harm which Ecuador's trade may suffer owing 
to the exchange practices of some countries of the region of periodically 
devaluing their currencies, in the opinion of the Ecuadorian authorities to a 
- greater degree than the inflationary pressures in those countries would appear 
to warrant, which enables them to gain competitive advantages in their trade.
Recently, the Monetary Board has decided to create an export,bond for
the purpose of setting up a fund whose initial financing would consist of
contributions of 1,000 million sucres from the National Development Fund
and the Central Bank. This bond will be sold on the market and its object
is to be able to finance the production of exportable goods in 'fhe medium 
and long term.; It is hoped that such credit may be granted for periods of
two to six years. The issue provides for tax exemption for the buyers.
Another possibility under study by the authorities is the establishment of a 
system of export credit insurance, i>ut this has not ye;t(been put into practice.
2. Public sector action
With the start of petroleum exports in 1972, government revenue soared.
In that year petroleum income already amounted to over 12% of total income.
In 1973 the percentage rose to 25% and in 1974 to 38%. In contrast, income
from petroleum declined in 1975, and despite a recovery in i976 its share in 
total government revenue continued to decrease. Moreover, if in the future 
there is no appreciable increase in the price and volume of petroleum exports 
and the exchange rate remains stable, the share of petroleum income in total 
government revenue may continue to decline.
/As a
- 998 -
1 * As a result of thé'’AbbvtT trends thè total fiscal deficit, which had 
shrunk to very Small proportions betwèén 1972 and 1975, rosé shafplÿ ift 1976 
andP1977.n The higher external loahs" in those years replaced the static income 
from petroleum.
The* féal" hon-petrolèumihcbme over that period showed a- declining trend, 
exdépt ih 197è when it increased owing to the higher yield obtained from the
. r
tax oh coffee éxpórtsV Between 1970 and 1975 the elasticity of non-petroleum 
income wás; 0.7. Bo important tax reform was carried out dubing'the■period and 
any tàix changes were primarily in the nature of an economic stimulus rather 
than Sn'attempt to obtain higher fiscal revenue.
Real government expenditure grew substantially, especially in 1973 and 
1974, and the item that increased most intensively was investment. In 1966 
aha!l977 the financing of the déficit, which before the pètboleum era was 
maihlÿ of'domestic origin, consisted chiefly of foreign credit.
(a) - Thé public Sector: concepts and scope
- Ecuador's pubHe sector has 'followed much the same course of development 
as other Latin Américain coxmtries, in the seftse of gradually establishing 
númérbus decentralized Autonomous bodies durihg the prôeèss of its expansion. 
For the purposes of this study, particular account is taken of the evolution 
of thè central government ,'including in this concept the traditional government 
budget; the National Deveíopitónt Fund (FONADE) and the National Participations 
Fund XFONAPAR)i The firs t of these Funds* was sét up in 1974 with the purposes 
alfèoéÿ' described. ' •'Hie secórid, which is’much smaller than' the first, is 
designed to collect certain items of central government income which are 
divided up' and distributed Among the local or municipal governments. All 
three'entitiés aré considered as constituting thé central government, because 
consolidated information is available on their total activities on a more 
comprehensive and reliable basis.
At the national level there are also a number of semi-autonomous bodies 
each of which has some specific function and manages its affairs with a certain 
degree of independence. Chief of these institutions is the Ecuadorian State 
Petroleum Corporation, followed in order of importance by the Ecuadorian 
Electrification Institute, the Industrial Development Centre of Ecuador, the 
Ecuadorian Water Resources Institute, the National Agricultural Research
/Institute and
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Institute and the National Agrarian Reform and Land Settlement Institute.
There is also a group of State enterprises such as the national post office, 
the railways, the Ecuadorian TeiecOmmunications Institute; and a number of 
financial institutions like the Central Bank, the National Development Bank, . 
the Ecuadorian Housing Bank, the Values Commission-National Financing 
Corporation, which should also be considered as part of the public sector. 
There are also many bodies at the provincial and municipal level.
Ecuador has traditionally followed and still maintains a system whereby 
many taxes or* percentages of taxes are assigned to certain specific purposes, 
whether institutions or special accounts or funds which are handled by some 
of the public sector institutions. An example of this may be seen in the 
distribution of the petroleum resources referred to above. Although there 
have been some attempts from the technical point of view to achieve the 
unification and more efficient use of public sector income, they have not 
materialized as they have come: up against the opposition of regional and 
local bodies which feel they are more secure if they can rely on income which 
does not depend on decisions by the central authority.
There are no complete or reliable statistical data to provide 
information on the activities of the whole of the-public sector after 1973. 
Therefore, most of the subsequent description and analysis are based ort the 
finances of the central government. In order to give an idea of the size 
and importance of the rest of the public sector, h°wev©r » that is to say, of 
the semi-autonomous bodies, a consolidated table is included which contains 
an estimate for the period 1972-1976 of the main income and expenditure by 
category and of the surpluses or deficits and their financing (see table 25). 
In addition, table 26 presents an estimate for 1976 and 1977 of the total 
public sector deficit and the way in which it was financed.
(b) Evolution of the central government finances
A summary of the financial operations of the central government, 
including FONADE and FONAPAR, is presented in table 27. Here it may be 
seen that the considerable increase in petroleum income took place in 1972, 
1973 and 1974. In nominal terms, there was a drop in 1975 and a recovery 




ECUADOR: FINANCES OF SEMI-AUTONOMOUS PUBLIC SECTOR BODIES 
(Millions of spores)
1972 1973 1974 1975 1976
Current expenditure 286.1 497.8 945.0 1 036.6 1 137.1
Capital expenditure 274.5 638.4 3 378.2a/ 2 746.0 3 012.3
I. Total expenditure 560.6 1 136.2 4 323.2 3 782.6 4 149.4
Current income 176.2 283.2 412.4 452.4 496.3
Capital income b/ 3.1 22.2 16.5 18.1 19.8
Petroleum income 133.0 254.8 1 145.4 1 256.5 1 378.4
II. Total income 312.3 560.2 1 574.3 1 727.0 1 894.5
III. Net transfers 382.4 48.9 1 690.7 1 854.7 2 034.6
Surplus (+) or deficit (-) 
(H+IH-l) 134.1 -527.1 -1 058.2 -200,9 -220.3
Net indebtedness -18.? 147.1 1 306.8a/ 473.8 519.8
Variation in cash reserves 
(increase +) U5.4 -380.0 . 248.6 272.9 299-5
Sources: Estimates on tbe basis of data supplied by the Ministry of Finance, and Vega Moreno y Baez, 
Panorama de la situacion econoiaica del Ecuador en 1976, NADE, Quito, 1977«
a/ Tnfiitrijng the purchase by CH>E of 25# of the TEXACO-GULF Consortium and the respective indebtedness, 




ECUADOR» TOTAL PUBLIC SECTOR DEFICIT 
(Millions of sucres)
1976 v v r fc !
1. Mat credit from the Central Bank 3 799 6 812
(Disbursement of external loans in public sector deposits)*)/ (3 506) (8 825)
2. Credit from rest of the banking system (net) -432 207
3. External loans to the public sector [(not included in (1)| 1 625 1 425
4. Bank and external financing for the public sector (1+2+3) 4 992 8 444
Budget, FONADE and FOHAPAR 2 429 5 118
Rest of the public sector 2 563 3 326
Source» Estimates of the international Monetary Fund on the Basis of Central Bank data.
a/ Preliminary figures. 




ECUADOR* SUMMAHÏ OP CENTRAL GOVERNMENT OPERATIONS^ 
(Millions of scores)
1968 1969 1970 1971 1972 1973 1974 1975 1976
A. Current income 3 094 3 560 4 420 5 832 6 979 9 949 16 234 16 663 20 535
Traditional 3 094 3 560 4 420 5 792 5 783 7 000 9 131 10 791 13 898
Petroleum 877 2 499 6 490 5 841 6 610
Other 40 319 450 613 31 27
B. Current expenditure 3 247 3 793 3 767 4 407 5 043 6 531 10 472 9 628 11 867
C. Current saving (A-B) -153 -233 653 1 425 1 936 3 418 5 762 7 035 8 668
D. Capital income b/ - 71 55 69 48 89 906 2 655 2 518
E. Capital expenditure b/(fiscal investment) 1 041 1 167 1 433 1 909 2 165 3 s a 7 239 9 934 13 837
F. Total deficit (C+D-E) -1  194 -1  329 -725 -415 -181 -314 - s a -244 -2  651
G. Financing of the deficit 1 194 1 329 725 415 181 314 s a 244 2 651
Domestic credit (net) c / 695 620 695 336 -115d/ 143 585 508 735
External credit (net) 125 -8 d / 57 57 443 35 35 -287d/ 1 847
Variation in cash reserves (increase-) 374 717 -27 22 -147 136 -49 23 69
H. Total deficit as a percentage of total 
expenditure 27.8 26.8 13.9 6 .6 2 .5 3 .0 3 .2 1 .2 10 .3
I. Current saving as a percentage of capital 
expenditure -1 4 .7 -2 0 .0 45 .6 45.6 74 .6 89 .5 79 .6 70.8 62.6
J. Capital expenditure as a percentage of 
total expenditure 24.3 23.5 27.6 30.2 30.0 36.9 40.9 50.8 53.8
K. Total expenditure of central government 4 288 4 960 5 200 6 316 7 208 :10 352 i?  a i 19 561 25 704
Sources« Ministry of Finance and National Planning Board.
a/ Including the government budget, FORADE and FONAPAR. 
t>/ Excluding contracting and amortization of public debt.
c/ Including sales of securities to other public sector institutions and the use of the Central Bank Single Account, 
d/ Negative figures indicate amortization payments that are higher than credit disbursements.
/Between 1970
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Between 1970 and 1976 a significant increase was also observed in 
current saving of the central government, which amounted to about 2% of the 
gross domestic product in 1970 and rosé to over 6% over the whole period 
1974-1976. This occurred even though current income reached its maximum level . 
in 1974 - 17.3% of the gross domestic product - and dropped to less than 16% 
in the years 1975-1976, owing to the fact that current expenditure also 
declined: from 11.2% of the gross domestic product in 1974 to 9% in 1975-1976
(see table 28).
In current terms, capital expenditure increased ten-fold between 1970 
and 1976, and its share of a rapidly increasing gross domestic product rose 
from 4.2% to 10.6%. Nevertheless, the rising trend of current saving kept 
the total central government deficit relatively low - less than 3% of total 
expenditure, on average - in the period 1972-1975.14/ It was only in 1976 
that the deficit rose to a fairly significant level equivalent to 10% of 
total expenditure.
During almost the whole period 1970-1976, domestic financing of the 
deficit was higher than external borrowing: the exceptions were due to events
in 1972 and 1976," and later in 1977. In this respect it should be noted that 
the sale of public debt bonds to non-banking institutions which do not form 
part of the public sector has been relatively more difficult in recent years. 
This has been due to the limitations affecting the capital market which was 
operating with real negative rates of interest and, in addition, to competition 
from other securities such as mortgage bonds of the banking system and 
Central Bank stabilization bonds.
The irregular variation in the level of government expenditure has 
been influenced by the existing pressures to expand government action, but 
also, to a very large extent, by the evolution of the sources of financing.
Thus in 1971 total fiscal expenditure, in current terms, increased by about 
20% over the previous year's level, and in 1972 by 14%. With the Government's 
huge petroleum receipts, expenditure in 1973 rose by 44% and in 1974 by 70%.
14/ This trend was also influenced by the increase recorded by capital 




ECUADOR: RELATIONSHIP BETWEEN CENTRAL GOVERNMENT INCOME AND EXPENDITURE AND THE GROGS DOfESTIC PRODUCT
(Millions of sucres)
1970 1971 1972 1973 1974 1975 1976
Gross domestic product ‘34 275 40 24? 47 102 65 575 93 585 108 246 130 183
Traditional income Of central government/
gross domestic product (percentage) 12.9 14.4 12.3 11.0 9*8 10.0 10.7
Non-petroleum gross domestic product 34 233 40 203 46 010 58 079 78 386 95 270 113 694
Traditional income of central government/
non-petroleua gross domestic product (percentage) 12.9 14.4 12.6 12.0 11.6 11.3 12.2
Current income of central government/
gross domestic product (percentage) 12.9 14.4 14.8;, 15.6 17.3 15.4 15.8
Current expenditure of central government/
gross domestic product (percentage) 11.0 11.0 10.7 10.3 11.2 8.9 9.1
Capital expenditure of central government/
gross domestic product (percentage) 4.2 4.7 4.6 6.0 7.7 9.2 10.6
Total expenditure of central government/
gross domestic product (percentage) 15.2 15.7 15.3 16.3 18.9 18.1 19»7




When income from petroleum dropped after 1974 and inflationary and balance- 
of-payments problems arose, the Government considerably reduced the rate of 
increase in its spending; thus an expansion of only 10% was recorded in 1975.
If similar policies had been followed in 1976, with, the aim of keeping down 
the fiscal deficit, the expansion of government spending would probably not 
have been more than 20%, while in actual fact it was over 30% because the 
government had access to additional external financing.
Most of the government's, current income, excluding petroleum, has been 
obtained from external operations. Of this income, called traditional in the 
present document, import and export taxes contributed proportions fluctuating 
between 45 and 50% during the period 1972-1976. Taxes on consumption and 
production, in their turn, accounted fob a steady 25% of total income, while 
taxes on income, excluding petroleum, contributed 16 to 18% of the total.
Other taxes - on financial operations, capital and transport - and non-tax 
revenue represented less than 10% of the receipts (see table 29).
If the government’s traditional .income is compared with the gross 
domestic product of non-petroleum origin it will be observed that the 
relationship dropped from 13.3%, on average, in 1970-1972 to 11.7% in 1974-1976 
(see table 29).15/ The improvement recorded in 1976 was due to the sharp 
increase in export taxes that year owing to the high prices of coffee. If 
this factor is eliminated, the traditional income increased in a similar 
proportion to the rise in prices, i.e., a good deal more slowly than the 
expansion of the nominal product.
A World Bank study on the Ecuadorian economy 16/ analysed the fiscal 
finances between 1970 and 1975. The conclusion arrived at was that total 
current income of the government had an elasticity slightly higher than 1 
in relation to the total gross domestic product, while the elasticity of 
non-petroleum taxes was only 0.7.
15/ The drop with respect to the total gross domestic product was greater: 
from 13.2% in 1970-1972 to 10.2% in 1974-1976.




ECUADOR; CWOSHIOH QF TRADITIONAL CURRENT INCOME^ 
(Percent»«»)
1972 1973 1974 1975 1976
Taxes on exports 8.1 6.1 5.7 3.3 11.7
Taxes on imports 39*2 47.3 45.4 43.8 37.7
Taxes on income (excluding petroleum) 17.0 15.6 15.5 18.7 16.6
Taxes on consumption and production 24.9 24.5 24.7 26.3 24.5
Taxes on financial operations, capital and
transport , 3.3 2.8 3.0 3.2 2.9
Hon-tax income (rates) 7.5 3.9 5.8 4.6 6.6
Total ’ 100.0 100.0 100.0 100.0 100.0
Sources» Central Bank Annual Report. 1976, and Fiscal Studies Unit, 
a/ Excluding income from petroleum and other income not elsewhere classified.
/The Integrated
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The Integrated Change and Development Plan for the period 1973-1977 
envisaged a fairly far-reaching tax reform that would raise to 1 the 
elasticity of the traditional current income of the government. In addition, 
it suggested that the tax system should be converted into an efficient 
instrument,for orienting consumption, stimulating saving and channelling it 
into investment, in production sectors, while making the tax burden of the 
various tax-paying sectors more equitable. Progress in that direction has, 
however, been limited.
The tax system has.been intensively used, through the concession of 
exemptions and reductions, to stimulate some economic activities, particularly 
in the industrial and agricultural sectors. It has also been utilized with 
the object of,softening the impact of the increased cost of living on the 
relatively lower income economic.groups. Moreover, as noted earlier, there 
have been changes in foreign trade tariffs.and taxes aimed at absorbing the 
excess profits of exporters, influencing the composition of imports, 
increasing their volume,, or correcting disequilibria in the balance of 
payments. ,
April 1974 marked the entry into force of a new tariff law which meant 
a reduction of about 34% in the tax burden. The average tax which prior to 
the reform was slightly over 46% dropped tp less than 31%. Subsequently, the 
aforementioned surcharge of 30% was imposed on the CIF. value of the products 
included in List II, that is,, on what were considered to be relatively luxury 
goods. This additional tax did not completely offset the reduction decreed 
previously.
, As regards income tax, nearly all the changes introduced in the last
few years, have been designed to increase exemptions and deductions in respect
of family, dependants or the payment of rents on dwellings.
During the period considered, tax control systems have improved and
in order to combat tax evasion the Single Tax-Payers Register was established 




If in the first place the structure of central government expenditure 
in the period 1970-1976 is examined, a considerable increase will be noted 
in capital expenditure compared with current spending. While in 1968 fiscal 
investment represented a little over 24% of total expenditure, the proportion 
increased steadily in the ensuing years to reach 54% in 1976 (see table 27). 
This increase occurred even after 1974, despite the drop in income from 
exports of petroleum. It constituted a factor promoting tbtal investment 
in the country, which as a proportion of the gross domestic product rose 
from 16% to about 26% in 1976.
Public investment, for its part, came to' have a much larger share in 
total investment. In 1970-1972 it constituted 24% of the total, while in 
1974-1976 its share was 86%. Between 1970 and 1976 total investment grew 
at an annual rate of 10% in real terms, while public investment rose by 
around 20% (see table 30).
As regards the economic classification of total central government 
expenditure, spending on economic development increased its share between 
1972 and 1974 and subsequently reduced it significantly. In contrast, 
expenditure on social development recorded the opposite trend. The share 
of defence spending grew steadily between 1972 and 1975 (see table 31).
The. distribution of public investment underwent substantial changes 
between the period before petroleum was exported and that following it.
The share of crop-farming and stock-raising, which averaged 8% in the years 
1969-1971, was close to 11% in 1974-1975, In the latter period the share of 
hydrocarbons in total investment, which had not: existed in the previous period, 
reached 17%. While in the three-year period 1973-1975 nearly all the 
investment in this sector was destined for the Esmeraldas refinery, in 1976 
there was more expenditure on exploration and drilling activities and the 
upkeep of installations, owing to the State's larger share in oil production 
and export activities. There was also a Very considerable increase in public 
investment in the field of hydroelectric energy, which rose from less than 10% 
in the period 1969-1971 to nearly 16% in 1974-1976. On the other hand, there 
was a drastic cut in the share of investment in transport, which from 53% in 
1969-1971 dropped to 20% in 1974-1976. The share of investment in. education 




ECUADORt PU BLIC , PRIVATE ANDTOTAL INVESTMENT 
(Millions of sucres at 1970 prices)
1970 1971 1972 - Average1970-1972 1973 197* 1975 1976
Average
197*-1976
Total gross investment 7 7a 8 793 ~ 7 571 7 062 9 20* 12 2*5 1* 299 13 575 13 373
Private investment 5 95* 6 573 5 551 5 9*6 6 1*9 7 868 9 *25 8 *99 8 597
Public investment 1 787 2 *20 1 8*0 2 016 3 055 * 377 * 87* 5 076 * 776
Public investment as a 
percentage of total 23.0 26.0 2*.0 2*. 3 35.0 36.0 3*.0 39.0 36.3
Sources Central Bank, Cuentas naoionales. 1977 •
Motes Real annual growth rate of total investment from 1970 to 1976s 9.0
Real annual growth rate of public investment from 1970 to,1976s 19.5
Table 31
ECUADOR* STRUCTURE OP TOTAL CENTRAL GOVERNJENT EXPENDITURE 
(Percentage)
1972 1973 197* 1975 1976
General services 8.6 12.5 12.3 13.6 • ••
Economic development 13.1 28.2 31.5 26.9 22.2
Social development 29*6 3*.6 32.1 3*.* 36.5
(Education) (26.7) (29.1) (23.8) (26.3) eee
Defence lt.8 16.0 16.9 18.9 • • •
Other a/ 33.9b/ 8.7 7.2 6.2 8-7
Total 100.0 100.0 100.0 100.0 100.0
Sources World Bank, Current Econonic Position and Prospects of Ecuador, 1976. 
a j Including interest on the public debt.




ECUADOR: DISTRIBUTION Bï SECTOR OF PUBLIC INVESTMENT 
(Percentage)
1969 1970 1971 Average1969-1971 1972 1973
1974 1975 1976 Average1974-1976
Crop farming and 
stock-raising 9.0 7.0 9.0 8.3 8.1 7.2 7.9 12.1 11.9 10.6
Manufacturing - - - - - 0.3 0.1 0.1 0.2
Hydrocarbons - - - 2.3 9.7 22.2 19.7 17.2
Electric energy 6.0 10.4 12.5 9.6 . 13.9 18.0 12.0 12.7 . 23.0 15.9
Transport 48.0 58.0 51.9 52.6 51.2 39.4 42.5 28.2 17.9 ; 29.5
Education 5.0 6.9 6.2 6.1 6.2 12.5 8.1 5*7 7.0 6.9
Health 4.0 1.9 1.7 2.5 1.7 4.2 2.0 1.4 1.8 1.7
Other sectors 26.0 15.8 18.7 20.8 18.9 16.4 17.5 17.6 18.6 17.9
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Sources: National Planning Board and Central Bank, Cuentas nacionales, 1977.
/These changes
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These changes in the structure of public investment tock place in a 
context in which, in real terms, this investment increased fr >m 1,800 million 
sucres in 1970 to 4,900 million, that is, at a very rapid rate equal to 18% 
annually (éeè lTable 33). In addition to thè impact Of capital formation on 
the production supply of the economy, thè mobilizing effect of the demand 
which must have derived from that expansion is once again evident.
(d) Other aspects of public sector action
(i) Transfer of public resources to the private sector. The private 
sector not only benefited from the investment projects which the State has 
been able to execute directly, but it has also received a considerable volume 
of resources in the form of credit, tax reductions and subsidies.
Moreover, in the last few years the Government has set up a great many 
production enterprises, with or without the participation of private capital. 
These have covered lines such as flour, citrus fruit, tea, chemical and 
pharmaceutical products, petroleum refining, cement, sanitary material, wire, 
steel, copper, watchés and forestry; According to data supplied by the 
National Planning Board, between 1970 and 1973 a total of 42 manufacturing 
enterprises were established with a public investment of over 4,000 million 
sucres (equivalent to 160 million dollars).17/
(ii) Employment in the public sector. There is no information available 
on the evolution of employment in the public sector during the period 
examined, but census data are available for 1975. The total number of public 
officials, at both the central and the regional, municipal and autonomous 
agency level, was a little over 150,000 persons; in addition, the Armed Forces 
provided employment for an estimated 23,000. Accordingly, government 
employment amounted to slightly over 8% of the total labour force.
(iii) Planning. The National Planning Board which has existed since 1954 
presented at the end of 1972 the so-called Integrated Change and Development 
Plan for the five-year period 1973-1977.
17/ See José Mondaca and Fabio Villalobos, Distribución del ingreso, 
estructura productiva y alternativas de desarrollo, op. cit.
/Táble 33
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ECUADOR: REAL GROWTH OF PUBLIC INVESTMENT BY SECTOR 
(Millions of sucres at 1970 prices)
. Table 33





































Source» Rational Planning Board.
/Although the
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Although the Planning Board is represented in most of the bodies 
grouped in the public sector and in the relatively-important decentralized 
institutions, its influence in the implementation of policies of the various 
sectors concerned with achieving the Plan's objectives is subject to certain 
limitations.
In some cases, decisions concerning investment have been influenced by 
private, political or regional considerations, which have affected the 
technical evaluation of the projects. In others, the necessary co-ordination 
has been lacking between the overall decisions taken,by the Planning Board 
and those adopted in the various sectoral or more specific fields.
At present the Planning Board - which has considerable experience, a 
large well-trained staff, and has on many occasions had the benefit of 
advisory assistance from foreign or international institutions in carrying 
out its global or sectoral studies and analyses - is in the throes of 
preparing a new development plan for the period 1979-1983.,.
3. Impact of petroleum on growth and 
its characteristics
The main features of Ecuador's recent growth have been an increased 
share of manufacturing and construction, and of course mining, and a relative 
decline in agriculture. The evolution of employed population confirms these 
trends, but also showed a sharp rise in services, the only sector in which 
productivity per person decreased. Investment, for its part, grew vigorouslya 
it can» to be financed primarily with domestic saving, and public investment 
acquired an increasingly important role.
Manufacturing development was characterized by high capital per person 
employed and a high percentage of use of imported inputs. Alongside the more 
traditional lines, steps were taken to develop sectors with more advanced 
technology which were even able to export. The industries were located 
primarily in the major urban centres of the country.
Agriculture has continued to be the heel of Aquiles of Ecuador's 
economy, in spite of the fact that between 1974 and 1976 it recorded 
satisfactory increases owing to official measures to stimulate it. The basic 
problems are still unresolved and relatively slow headway has been made in 
agrarian reform. As regards the infrastructure, public investment activities 
have been directed mainly towards the energy sector.
/A certain
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A certain amount of progress 4ias been made in terms of social
development and improvement, but .marginality has decreased only slightly.
As regards changés in the distribution of income, the middle sectorshave 
improved their position at the expense of the upper sectors and, to a 
lesser extent, the poorest 20%.
(a) Structure of the product and of the active population
Thè rapid growth already noted above recorded a certain diversity in
the course of the various economic activities. The sectors producing goods 
(excluding pëtroleum) grew at an average annual rate of 6.6% between the 
three-year periods 1968-1970 and 1974-1976. The annual rates of increase 
were relatively’high for manufacturing (9%) and construction (15%), and much 
lower for agricultural production, i.e., an average of 3,7% annually, which 
was only slightly higher than the population growth rate. Nevertheless, 
between 1972 and*1976 agriculture went through a period of satisfactory 
growth since production increased at an average annual rate of over 6%. In 
the basic services subsector, in its turn, the annual increase rose to 10% 
between the three-year periods 1968-1970.and 1974-1976 (see table 34).
The different, growth rates of the economic sectors determined changes 
in their respective share in the gross domestic product. A comparison of the 
periods 1968-1970 and 1974rl976, not considering the value added in the 
petroleum industty,, shows that the share of the production of goods dropped 
from 54% to 51%, basically owing to the decline in agriculture. If petroleum 
is included, the share of goods shows an increase from 54% to 57% between the 
two periods considered. In this case, the sharp rise in mining and quarrying 
took place simultaneously with an even more pronounced drop than before in 
agriculture and a slight decline in manufacturing and construction (see 
table 35). ..
-Between the averages for 1968-1970 and 1974-1976 the economically active 
population and the employed population grew at the same rate, 3.5% annually, 
which was a little higher than the rate of population growth. The number of 
unemployed increased at a similar pace, so that the open unemployment 
coefficient remained stable at a relatively low level (3.5%) (see table 36).
Table 34
Sable 34
ECUADOR] GROSS DOMESTIC PRODUCT 61 ECONOMIC ACTIVIST 
(Millions of sucres at 1970 prices)
Agriculture, forestry, hunting and 
fishing




Electricity, gas and water 
Transport, storage and coaraunications 
Subtotal basic services
Commerce and finance 




Gross domestic product at producers* 
prices c/
Percentage annual growth
Gross domestic product at producers' 
prices, excluding petroleum
Percentage annual growth









9 810 10 418 9 471 9 900 9 887 10 058 10 909 11 547 12 297 13 113 12 519 3.7 13 296
452 488 360 -■ 433 : 411 1 164 3 963 7 755 6 100 7 028 6 961 60.0 6 506
4 715 5 167 5 671 5184 5 870 6 » 5 7 184 7 778 8 783 9 «4 ,8 731 9.1 10 980
1 275 1 205 1 441 1 307 2 289 1 656 2 069 2 900 2 986 3 289 3 058 15.2 3 424
16 252 17 278 16 943 16 824 18 457 19 215 24 125 29 980 30 1 & 33 064 31 069 6.6b/ 34 206
330 373 406 370 421 460 488 614 633 742 663 10.2 872
1 680 1 774 2 319 1924 2 406 2 677 2 997 3 082 3 496 3 654 3 410 10.0 4 005
2 010 2 147 2 725 2 294 2 827 3 137 3 485 3 696 4 129 4 396 4 073 10.0 4 877
4 664 4 486 4 630 4-594 4991 5 352 5195 6 Q29 6 636 7 452 6 707 6.5 8 420
1 813 1 861 2 462 2 052 2 501 2 935 3 328 4 168 4 692 5 503 4 788 15.2 5 997
2 576 2 808 3 279 2 887 3 154 3 483 4 230 4 499 4 491 4 986 4 659 8.3 4 913
2 280 2 373 2 373 2.342 2 439 2 643 3 028 3 100 3 339 3 555 3 331 6.0 3 678
11 333 11 528 12 764 11 875 13 085 14 413 15 781 17 796 19 158 21 496 19 485 8.6 23 008
29 595 30 953 32 432 . 30 993 34 369 36 765 43 391 51 472 53 453 58 956 54 627 M 62 091
4.5 4.6 4.8 : - 6.0 7.0 18.0 18.6 . 3.8 10.3 - - 5.3
29 595 30 953 32 390 30 979 34 329 35 890 39 821 44 234 47 865 52 463 48 181 7.6 1 56 128
4.5 4.6 4.6 '■ - 6.0 4.5 1 1 .0 11,1 8.2 9-61 - - 7.0
Source» Central Bank of Ecuador, Cuentas nacionales, »revised version, February 1978.
_a/ Preliminary figures, 
b/ Excluding the petroleum industry.
c/ The difference between these values and the gross domestic product at purchasers* prices represents customs duties on imports.
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Zable 35






Agriculture, forestry and fishing 32.0 25.6 22.6
Mining and quarrying 1.1 12.7
Manufacturing and construction 22.9 ; 24.5 21.6
Subtotal goods 54.3 51.1 56.9
Transport, storage and communications 6.2 7.0 6.2
Commerce and finance 14.8 15.9 12.5
Government 9-5 9.7 8.5
Other services 2.9 6.9 6.1
Other sectors 12.5 11.4 10.0
Subtotal services 45.7 48.9 43.1
Total 100.0 100.0 100.0




ECUADOR; DISTRIBUTION (7 ECONOMICALLY ACTIVE POPULAH' H BY SECTOR
Average 1968-1970 Average 1974-1976
Annual rate of 
variation 
between






Agriculture, forestry, hunting and fishing 875 51.2 913 43.5 0.7
Manufacturing, construction and other activities 291 17.0 399 19*0 5.4
Commerce 169 9.9 229 10.8 5.2
Other services 254 14.9 416 19.8 8.6
Other sectors (mainly transport) 59 3.4 64 3.2 1.5
Employed population 1 648 96.4 2 021 96.4 3.5
Unemployed 61 3.6 76 3.6 3.7
Economically active population 1 709 100.0 2 097 100.0 3.5
As a percentage of the population 29.6 29.6
Sources» Household surveys and population and housing censuses, and National Planning Board.
/The .active
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The active population in agriculture dropped from 5,1% in 1968-1970 to 
43% in 1974-1976. This reduction was compensated for by increases in the 
share of manufacturing, construction commerce and, particularly, other 
services. In this last case, which was scarcely a genuine absorption, the 
annual growth rate Was close to 9%.
The average production value per active person for the whole economy
increased by 3.3% annually between the two periods concerned. The fastest
growth was in manufacturing and construction (nearly 5% annually). It also 
increased in agriculture and commerce (at annual rates of 3% and 2.4%, 
respectively), while in other services there was a drop of 1% annually (see
table 37, and at the end the reference table 81).
(b) Investment and its financing
The coefficients of gross domestic investment, both total and fixed 
capital, have increased significantly. In the case of total investment it 
rose from 21% in 1968-1970 to 26% in 1974-1976 and 29% in 1977. The 
relationship between fixed capital formation and the gross domestic product 
rose in its turn from 16% in 1968-1970 to 23% in 1974-1976 and to about 
26% in 1977 (see table 38, and at the end reference table 82). Whatever 
criticisms these figures may merit, it must be stressed that they represent 
a significant achievement in terms of the use made of the country's increasing 
income in support of its subsequent development.
As noted earlier, during this period public investment recorded a notable 
increase in its share of total capital formation, i.e., from about 25% at the 
beginning of the 1970s to 36% in the three-year period 1974-1977. At the 
same time the role of domestic saving was enhanced. In fact, while external 
saving was equal to practically one-third of total investment in 1968-1970, in 
the period 1974-1976 it financed only 6% of it, and only because in 1975 the 
country experienced a large current account deficit in the balance of payments. 
The growing share of domestic resources in rapidly expanding investment was 
possible because the coefficient of domestic saving, as a proportion of the 
gross domestic product, rose from 9% in 1968-1970 to 21% in 1974-1977. 
Concurrently, as is only natural, there was a sharp drop in the total 
consumption/gross domestic product ratio.
/Table 37
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' ■■ Table 37
ECUADOR« PRODUCTION PER ACTIVE PKSON IN VARIOUS SECTORS 











Agriculture, forestry, hunting and fishing 11 314 13 491 3.0
Manufacturing, construction and other activities 23 564 31 180 4.8
Coomerce 25 426 29 288 2.4
Other services 20 582 19 206 -1.1
Total for identified sectors 16 540 20 167 3.3




ECUADORt EVOLUTION GF INVESTMENT AND U S  FINANCING
1968 1969 1970 1971 1972 1973 1974 1975 1976 1977-2/
Investment coefficients
Gross domestic investment in 
fixed capital as a percentage 
of gross domestic product 16.2 15.7 15.2 22.2 18.9 17.8 20.0 25.1 22.6 25.5
Total gross domestic investment 
as a percentage of gross domestic 
product 20.3 20.0 22.5 24.9 20.2 21.1 24.0 28.4 25.7 28.8
Composition of investment 
Public investment 0 9« • •• 23 26 24 33 36 34 39 34
Private investment • • © «et 77 74 76 67 64 66 61 66
Financing of capital formation 
Fixed capital consumption 27 28 25 22 28 26 22 20 22 19
Domestic saving 40 38 46 38 51 74 78 62 78 63
External saving 33 34 29 40 21 - - 18 - 18
Total 100 100 100 100 100 100 100 100 100 100"" '1 . mmr " ' '
Savings coefficient
Saving of residents as a percentage 
of disposable national income 9 8 11 10 11 18 22 19 22 20




(c) Growth of manufacturing and construction
Manufacturing industry is divided into three sectors, factor industry, 
stwtll-scale industry «nd a^isan-typs'industry." Durihg ths 1970s, factofy " 
industry has, increased its share of the. sectoral .value added from 60 to 62%.
The increase in Small-scale industry has been even greater: from 3% to 8%.
In contrast, the share of artisan-type industry has fallen frbm 37 to 30%.
Of total manufacturing employment which was estimated at 320,000 persons in 
1976, about 60,000 were working in factory industry and the rest in artisan- 
type industry (240,000) and small-scale industry (around 20,000).
The .sector ’s growth has Jbeen extraordinarily rapid throughout the 
decade and the development programme targets have been fully attained. In 
five years it was hoped to establish 210 new enterprises with an investment 
of 10,000 million sucres, but in actual fact 220 enterprises were established 
with an investment of 11,000 million. Between 1970 and 1974 employment 
grew by 4,500 persons per annum (about 6% annually); the Plan provided for 
3,200 new jobs per year for the period starting in 1973.
Many of the industries established manufacture raw materials for the 
production of foodstuffs, footwear, leather, wood, furniture, cement, textiles, 
marine products, oil, cocoa, coffee, etc. Other industries which have 
developed considerably include those producing pharmaceutical products, 
plastic materials, shaped and galvanized wire, helicoidal rocks, metal sewers, 
electronic calculating machines, television sets and plastic articles, and 
the assembly of motor vehicles. They all represent fairly final processes 
within the country and use a large quantity of imported raw materials and 
intermediate products. Although Ecuador’s dependence on imported consumer 
goods has gradually declined, the need to import raw materials for the 
operation of industry has increased. Similarly, the production of intermediate 
and capital goods has developed to a much lesser extent.
In the process of manufacturing development between 1970 and 1976 there 
was an increase in capital per person employed and at the same time a decrease 
in the percentage of domestic raw materials used. This was largely due to 
the Industrial Development Law (1973) because of the tax benefits it provided 
for the inflow of capital and the reduction granted in customs duties on 
imported inputs; moreover, in granting benefits under this Law no account is 




ECUADOR» CHARACTERISTICS OF FIRNS GOVERNED BÏ INDUSTRIAL DEVELOPMENT LAW
Table 39
1971 1972 1973 1974 1975 1976
Number of firms 47 57 85 78 74 53
Capital per person (dollars) 9 4» , 8 562 10 669 17 774 - 26 853 20 022
Domestic raw materials used as a 
percentage of total 77.5 78.4 64.Ö 43.9 5 5 ,1 » .0
Domestic value added as a percentage 
of production value 37.5 ' 34.0 27.4 27.7 32.6 32.3




In spite of the benefits provided by the Development Law for enterprises 
that might-be established in places, other than the Guayas and Pichincha 
provinces where the two most important urban centres are located, and of the 
favourable effects these provisions seemed to have in 1974, the percentage 
of industries established in other provinces decreased considerably in 1975 
and 1976, even'compared with the 1973 level. Thus over. 90.% of the industries 
installed in 1976 were.established in the two provinces mentioned above 
(see table 40).
The main, instrument of industrial promotion has beep the 1973 
Development Law whose implementation is in the hands of the Ministry of 
Industry, Commerce and Integration. This Law identifies four categories of 
industries. The special category comprises high-priority projects for which 
feasibility studies have been prepared and which are included in a list 
drawn up by the Planning Board. Category A includes those industries which 
export over 50% of their production, manufacture items utilized in 
agricultural, forest, industrial, mining or fisheries activities, or which 
replace imported items that are recorded in the respective annual list. 
Category B is composed of industries regarded as necessary for the country's 
economic development. Lastly, such enterprises as are not classified in 
the above categories are identified as registered.
The Law provides for a number of tax exemptions for specific periods 
or on an indefinite basis, and the duty-free entry of new machinery or 
auxiliary equipment, spare parts, or raw materials which are not produced 
in the country. It also allows tax deductions for new investment of capital 
stock. For these purposes, the benefits have been differentiated according 
to the area in which the industry is installed. There are some benefits that 
have been in force since before 1973, and these are currently applied to 
industries in the Guayas and Pichincha provinces. The rest of the provinces 
have been divided into two zones, according to the authority's desire to 
provide additional incentives for the establishment of industries in each 
of these groups of provinces. A summary of the incentives provided for by 




ECUADOR» GEOGRAPHICAL LOCATION OP ENTERPRISES GOVERNED EX INDUSTRIAL DEVEL0PH2NT LAV 
(Number of enterprises and percentages)
Area







Guayas 30 35 22 28 27 37 26 49
Pichincha ^ 39 46 36 46 35 47 22 42
Rest of the country 16 19 20 26 12 16 5 9
Total 85 100 78 100 74 100 53 100
Source« Bulletins of the Ministry of Infastry, Trade and Integration.
/Table hi
Table kl
ECUADOR) INCENTIVES UNDER THE INDUSTRIAL DEVELOPMENT LAW
Special category r- Category "A" Category "B" Registered
Before
1973^ Zone 1—^ Zone
" Before - 
1973» Zone l é ! Zone 2^
Before
1973» Zone ù ! Zone '■
Before Zone Zone 
1973» &  3»
Tax exemptions 





















’ first 3 
years
-
Exemptions from customs 
on nev machinery, equit- 
ment and spare parts
100% 10Q% 10Q% 100% 100% 100% 100% 100% 100% 30% 50% 70%
Exemptions from custom 
duties on imported raw 
materials (not produced 
in Ecuador)
80% 90% 
first 5 first 5 
years, then years, then.-; 
70%- 80%
100%
first 5  ̂
years, theh
90%
Up to 65% Up to 75% Up to 85% In special 
cases tq> to
40%
10%f in . 
special 




eases up to 
60%
Exemption from taxes 
on property transfers 100% 100% 160% 100% 100% 100% - 5C% 75%
Tax deductions for new 
investment ini -
Fixed capital 50% 75% 100% 50% 75% 100% 50% . 75% >100%
Capital transfers , 50% ' 100% 50% 100% - 50% 100%
Sources» Economic and Social Development Centre (CHIDES) and Central Bank' ofEcuador, Invierta en el Ecuador» 1977.
Note» Special category« High-priority projectŝ  vith feasibility studies, included in a list prepared hy the National Planning Board,
Category "A"i Industries exporting over 50% of their production manufacturing articles used in agricultural, forest, industrial, mining or fisheries activities, 
replaoing imported articles and appearing on the respective annual list«
Category "8"» Those deemed necessary for the country's economic development.
Registered» Manufacturing enterprises not classified in the preceding categories.
a/ Benefits granted prior to the 1973 Lav.
b/ Including the Imbebura, Cotopaxi, Tungurahua, Chimborazo, Azuay, Esneraidas, Manabi and El Oro provinces. 
o f Including Los Rios, Carchi, Bolivar, Canar, Loja and the eastern provinces.
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There are some problems which.have affected or could hinder the 
development of the manufacturing sector. One factor has been the lack of 
medium- and long-term credit, despite the strengthening of public financing 
institutions such as the Values Commission-National Financing Commission and 
the proliferation of some private financing companies the most important and 
oldest of which is COFEIC, Nor has this problem been solved with the 
establishment of credit facilities for loans of over three years. Furthermore, 
there is some uncertainty as to whether the easy conditions that have 
existed in the external sector in the last few years permitting tíjé duty-free 
import of equipment and raw materials for industry will continue. There are 
also some deficiencies in the economic infrastructure, such as electricity 
cuts, lack of water, ppor communications and, in the case of some'industries;, 
a shortage of skilled manpower.
The utilization of the installed capacity of industry has increased 
considerably of late: at the end of 1976 it reached 80% for the sector as
a whole, whereas the Comparable value for 1972 was approximately 60% (see 
table 42).
The authorities are. planning the formulation and implementation of 
ambitious industrial development programmes in which they are hoping to 
take aévantage of the facilities offered by the Andean subregional market.
Among the projects to be carried out are the steel industry and the 
petrochemical industry, the latter based on the production of petroleum in 
the Oriente region and of natural gas from the Gulf of Guayaquil. They Also 
hope to achieve considerable development in the motor-vehicle and metal 
manufactures and machinery field, taking advantage of the activities assigned 
to Ecuador within the Andean Group. The Government, moreover, is stimulating 
the development of agrô-industries.
Construction, especially of dwellings, has developed fairly well during 
the last few years, particularly in the cities of Quito, Guayaquil and Ambato 
which have been above the national average (see table 43). The expansion has 





ECUADOR» UTILIZATION OP SEE INSTALLED CAPACOT OF INDUSTRY 
 .... (Percentage) - —




Total manufacturing sector 56.0 60.7 69.9 75.9 79.2
Non-durable consumer goods 58.6 56*7 64.5 71.6 82.4
Durable consumer goods 54.6 55.1 71.7 72.1 73.6
Intermediate goods 58.5 64.8 74.4 76.7 78.2
Capital goods 46.5 45a 81.1 85.8 89.3
Sources» Central Bank-of Ecuador, Encuesta de coymtamrde laindustria ranufaeturerayna 6, December 1976, 




ECUADOR: INDEX OF SQUARE METRES CONSTRUCTED 
(1968 * 100)
Year Total Quito Guayaquil Cuenca
1968 100 100 100a/ 100a/
.1969 ... ' 73 77 . .. 59 167
1970 74 90 45 157
1971 87 115 46 157
1972 81 96 54 173
1973 113 136 7° 223
1974 146 184 88 235
1975 148 ■ 157 ' ■ 123.... 285
Source: Central Bank of Ecuador.
¡a/ In the base year the index of construction activity was relatively high in Guayaquil and 
relatively low in Cuenca.
/The growth
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The growth of manufacturing and construction has encountered various 
difficulties, among others the rise in the prices of ¿ome inputs, mainly 
cement, which has had to be imported ip-increasing quantities since between 
1970 , and .1976 .domestic promotion qjtpanded by only „35%* It has also been 
necessary to import a number of other building materials and fixtures and 
fittings. In addition, the development of construction has been affected 
by the shortage of. skilled manpower.
Available data on the financing and construction show that towards 
the niiddle of this1 decade approximately half the necessary resources were 
provided by the investors themselves, while the other half came from external 
sources (Ecuadorian Social Security Institute, mutual benefit societies, 
the Ecuadorian Housing Bank, etc.) (see table 44'),.
(d) Evolution of agriculture and agrarian reform
The relatively more favourable performance of agriculture in the last 
few years was reflected in the trend of the crop-farming and stock-raising 
product. Between the periods 1970-1972 and 1974-1976 the crop-farming 
sub-sector grew at an average annual rate of 4.3% and stock-raising by 6% 
per annum, giving an average rate of 5% for the two sub-sectors (see table 45).
This trend was influenced by a number of policy measures. Customs duties 
on imports of agricultural machinery and implements necessary for increasing 
production were eliminated and some inputs such as fertilizers and insecticides 
were subsidized. Concurrently, incentives were provided for the import of 
breeding cattle and better prices for a number of agricultural commodities. 
Storage, irrigation and drainage works have been carried out, although they 
are still obviously insufficient. The agricultural sector’s share of credit 
has increased appreciably (see table 46 in connexion with the National 
Development Bank, and table 62 for total bank credit).
Public sector expenditure on crop farming and stock-raising rose 
sharply in 1974 but declined in 1975 and 1976. At the same time it was 
noted that the Ministry of Agriculture was not in a position, for want of 
the necessary elements and specialized officials, to spend all its budgetary 










































Source» Municipality of Guayaquil, Urban Planning Department. Cited by FEDESARROLLO.
a/ Instituto Ecuatoriano de Seguridad Social (Ecuadorian Social Security Institute). 




• -    197» 1971 1972 1973 ' 1974" 1975" 1976 V fflfc t
m,mm 111 1 1 n  ...........................a , , 1 1 1 1 m  , f  ‘ i i i i u r
Millions of sucres at 1970 prices
Crop faming sub-sector 5 459 5 575 5 429 5 606 6 074 6 545 6 868 6 680'
Stock-raising sub-sector 2 850 2 975 3 242 3 433 3 661 3 735 4 034 4 248
Total 8 289 8 550 8 671 9 039 9 735 10 280 10 902 10 928
Annual growth rates
Crop Serving sub-sector~ ..* 2.1 -2.6 3*3 ' 8.3 7.8 4.9 -2.7
S&ck-raising subsector ... 5.1 9*0 5*9 6.6 , 2.0 8.Q , 5«3
Total ... j^l ¿¡4 4.2 6.1
Annuel rate of
Average Average increase between
1970-1972 1974-1976 averages for 1970-1972
and 1974-1976
Crop farming sub-sector 5 488 6 496 4.5
Stock-raising sub-sector 3 015 3 810 6.0
Total 8 503 10 306
....................................  — ................ -  „■ ' 1 ;i'"  i   1 1





ECUADOR» CREDIT EXTENDED TO AGRICULTURE BY THE NATIONAL DEVELOPMENT BANK 
¿Millions of sucres at 1970 prices)
Activity.--». -. • ■ ... , lg».--— - 1974 1975 1976
Crops 432*2 - 825.2 v: 919.9 975.8
Stock-raising and pastures 300.1 503.1 528.1 452.8
Agricultural machinery 54.8 142.2 107.9 88.5
Land improvement 29.9 58.6 27.4 49.3
Other activities 15.2 110.5 88.9 70.1
Total 832.2 1 639-6 1 669.5 1.636.5
Sourcest National Development Bank and National Planning Board.
y
Table 4?
ECUADOR: -PUBLIC EXPENDITURE !» AGRICULTURAL •SECTOR®/
(Millions of sucres)
1972 1973 1974 1975 1976
1. Budget 623 650 2 108 2 226 2 290
2. Cash expenditure 335 579 1 643 1 474 1 493
3. (2) as a percentage of (1) 53.8 89.1 77.9 66.2 65.2
4. Cash expenditure
(millions of sucres at 1970 prices) 274.8 421.7 964.8 767.7 711.3
Source« National Planning Board.
a/ Expenditure of the Ministry of Agriculture, the Ministry of Natural Resources in connexion with 
agriculture, and contribution to semi-autonomous institutions.
The 1954
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The 1954 and 1974 agricultural censuses indicate that in the 20-year 
period between them the country’s agricultural area expanded by nearly 
. wa§-. j^ip.al^’./conc^ntr^t^’dcin the coastal region.
Furthermore, the 1974 census for the first time recorded about 25¿000 
farms in the Ecuadorian Oriente region -with an area of 1,100,000 hectares.
_The average area, -of-farms in the Qrientejregion is 41 hectares, which is 
more than the averages for the Sierra and coastal regions (8 and 19 hectares, 
respectively) (see table 48).
This increase in agricultural area was greater than the amount of 
land which the Ecuadorian Agrarian Reform and Land Settlement institute 
(IERAC) has- made available in-the last 13 years, according to recent 
reports. Between 1964 and 1977 the Institute haniJed over 1,143,000 hectares 
to 28,786 families. A large part of this lopd was in the form of new 
settlements and a good many of them were established in the eastern region 
of Ecuador.
If the situation is examined from the standpoint of various items of 
agricultural production, it may be observed that there were absolute 
decreases in per capita production of barley, bananas, maize, potatoes, 
wheat and sugar cane. This occurred in spite of the fact that barley, 
bananas, maize and potatoes recorded significant or moderate increases in 
productivity per hectare. In the case of wheat and sugar cane, however, 
productivity also declined (see tables 49 and 50). In contrast, significant 
increases (greater than in the population) were recorded in the production 
of rice, African palm, cocoa, coffee and yuca, in all of which there were 
also increases in productivity per hectare.
The more satisfactory rate of growth of animal production was based, 
first, on the steady increase in the number of heads of cattle and pigs 
between 1954 and 1974 (see table 51). Secondly, and taking a shorter-term 
view, particularly rapid rates of expansion were achieved between 1970 and 
1975 in the production of pork, poultry meat and eggs (see table 52).
The insufficient output of some commodities was reflected in the growing 
need to import foodstuffs, which increased from less than 20 million dollars 
in 1970-1972 to about 70 million in 1974-1976. These imports consisted mainly 
of wheat but also included oils, fats and dairy products (see table 53).
/Table 48
Table 48
ECUADOR« UNITS OF AGRICULTURAL PRODUCTION AND AVERAGE AREA
1954 19742/
Area Average Area Average
Number (thousands area Ntraber (thousands area
I of hectares) > - (hectares) of hectares) (hectares)
259 569 3 020.4 11.6 372 738 3 099.3 8.3
84 665 2 979.3 35.2 . 201 91P 3 750.4 18.6
344234 ■ 5 999.7 17.4 574 648- 6 849.7 11.9
Sierra
Total
Source« 1954 and 1974 Agricultural Censuses,
&/ In addition, the 1974 Census enumerated 26 752 faros in the Oriente region covering 1 100 000 hectares (an 




ECUADOR: AREA SOWN AND AGRICULTURAL PRODUCTION 










Products for domestic 
consumption
Barley Area 135 126 134 132 120 119 93 61 72 72 68 -11.7
Production 76 78 80 78 69 73 79 56 63 63 61 -4.2
Maize Area 255 292 291 292 352 ; 352 265 271 274 277 274 -1.1
Production 129 211 257 235 250 257 246 256 273 275 268 2.2
Rice Area 112 92 87 97 57 : 91 85 103 132 130 122 3.9
Production 65 1C3 96 88 82 105 124 113 195 -  199 *69 11.5
Wheat Area 79 100 76 85 76 ! 56 47 56 ; 76 • 76 69 -3.5
Production 83 94 81 86 68 . 51 45. 55 65 65 62 -5.6
Xuca Area 24 28 28 30 30 32 36. 39 35 ' 33 " ;-36 3.1
Protection 191 280 266 245 275 270 355 403 354 ' 348; 368 7.0
Potatoes Area 49 41 4? 46 53 "38 44 39 39 48 .42 -1.5
Protection 511 457 542 4a 681 473 539 503 499 533 512 2.1
African Palm Area 2 3 5 3 6 8 9 10 12 -14 • 12 26.0
Production 9 13 21 14 a 45 58 76 95 112 94 37.3
Main export products 
Bananas (total) Area 205 205 190 200 157 133 121 122 no 107 • 113 -10.0
Production 2 763 3 031 2 911 2 902 2 743 2 582 2 496 2 676 2 544 : 2 571 2 597 -1.9
Bananas (export)a/ Area 157 148 124 151 111 101 93 92 87 86 88 -9.4
Production 2 068 2 260 2 098 2 142 2 093 2112 2 020 2 186 2 161 2 417 . 2 255 0.9
Cocoa Area 228 228 228 228 219 218 213 222 230 230 227
Production 82 48 54 61 71 68 63 91 75 65 77 4.0
Coffee Area 191 214 215 207 215 222 228 232 2a 256 240 2.5
Production 60 44 72 59 62 71 75 70 76 87 78 4.8
Sugar cane Area 122 - - 122 - 88 89 101 115 85 100 -3.4
Production 9 529 - - 9 529 - 5 576 5 477 6 647 7 723 5 761 6 710 -6.0
Sources» Ministry of Agriculture; IBRD, Current Economic Position and Prospects of Ecuador, 1976, and Central Bank, Department of Economie Indicators, 




ECUADOR« CHANGES IN AGRICULTURAL PRODUCTION ANS PRODUCTIVITY 
BETWEEN 1968-1970 AND 1974-1976
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ECUADOR* NUMBER OF LIVESTOCK 
(Thousands of units) -,





Cattle 1 216 2 465 3.6 2 540
Pigs 685 1 12$ 2*5 1 162
Sheep 1 3a 1 096 -1.0 1 129
Goats 137 222 . 2.5 229
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Poultry meat 8.2 15.2
Raw milk 2.3 2.1
Eggs 6.1 10.8




ECUADOR i VALUE OF IMPORTS OF SELECTED AGRICULTURAL COMMODITIES 
(Thousands of dollars)
1970 1971 1972 1973 1974 1975 1976
Wheat 6 663 3 918, 9 924 16 494 - 35 474 33 518 39 033
Malt barley 3 3 - - - 20 1 879
Oats 776 840 825 930 1 837 2 901 2 118
Rica 267 - 8 9 068 1 -
Vegetable oils 3 338 6 479 6 920 11 333 4 647 12 311 17 561
Animal fats 3 »6 2 879 1 760 732 7 960 7 418 1 899
Dairy products 954 968 1 554 2 042 1 530 3 045 4 746
Tobacco 602 2 499 1 386 218 11 931 6 093 -
Total 16 119 17 586 22 369 31 757 72 447 65 307 67 196
Source« Central Bank of Ecuador.
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In analysing the factors that have adversely affected this sector's 
development it will be seen that there have been difficulties in providing 
the farmers with an effective extension service, in spite of the fact that 
the National Agricultural Research institute has succeeded in identifying 
many of the technological problems affecting agriculture; but little 
progress has been made in the large-scale dissemination of the results 
obtained at the laboratory, farm and experimental station level.
The policy of fixed prices has in some cases been detrimental to the 
promotion of production, notwithstanding the fact that the adjustments made 
in 1974, particularly for wheat and rice, were in the nature of a stimulus. 
The control of the price of milk has contributed to the use of a large part 
of the production for cheese and other dairy products, thus creating a 
shortage in the supply of milk.
Although there are no periodic statistics for wholesale prices in 
.Ecuador, table 54.compares the.evolution of some .important agricultural 
prices (for which information is available from 1970 to 1976) with the 
variations in the implicit deflator of the gross domestic product. No 
clear trend is observable from 1970 onwards since after fairly small 
increases up to 1973 the price of rice showed a recovery in 1974 and 1975 
but fell again in 1976; the real price of barley improved in 1972 and 
1976; soft maize, whose real price dropped in 1971 and 1972, rose from 
1973 onwards; yuca had a relatively favourable price only in 1975; cotton 
and bananas appear to have been in a comparatively healthier position in 
1972 and 1976; and beef rose less than domestic prices throughout the period.
From, a different standpoint, the increase in costs seems to have been 
greater than the rise in prices, as can be seen from table 55 in which the 
variations in the costs and prices of wheat, barley, maize and groundnuts 
are compared.
The marketing system has various defects and a lack of storage capacity 
It has been estimated that the total shortage of storage space is 250,000 
metric tons and that about half of this figure is required by the National 
Agricultural Products Storage and Marketing Enterprise (ENAC). There are 
also deficiencies in local roads which prevent the production,of many farms 
from reaching the centres of consumption. This affects the marketing of the 




ECUADOR« INDEX OF PRODUCERS* PRICES OF SELECTED AGRICULTURAL COM10DITIES 
AND OF DEFLATOR OF THE GROSS DOMESTIC PRODUCT
(1970 » 100)
1970 1971 1972 1973 1974 1975 1976
Deflator of gross 
domestic product 100 113 122 139 174 195 214
Rice 100 104 115 133 185 ai 205
Barley 100 . . . 133 • • • • •• • •• 237
Soft maize 100 99 111 196 233 280 357
Yuca 100 90 109 129 174 227 188
Cotton 100 • • • 163 • e » • •• 282 a©«
Bananas 100 m e « 129 • • • • •© • •• 262
Beef 100 * « • 120 • © • 145 182 193
Source« Ministry of Agriculture*
Table 55
ECUADOR: VARIATIONS IN COSTS AND WHOLESALE PRICES OF SELECTED 





Soft maize 105 30
Hard maize 100 4l
Groundnuts 68 121
Sources« Ministry of'Agriculture and Central Bank of Ecuador.
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One of the central features of the agricultural sector is agrarian > 
reform, the basic law of which was modified in 1973. The work of colonization 
and distribution of land carried; out by IERAC even since it was established 
has already been mentioned. The basic problem of; land tenure has not 
changed, however. In the agricultural survey carried out in 1968 it was 
found that 85% of the total number of agricultural holdings, which were 
under 10 hectares, accounted for less than 17% of the country's total 
agricultural area. In cpntrast, 1.5% of, the total, of 100 hectares and over, 
covered 47% of the agricultural land. This uneven distribution has not; been 
corrected; therefore, it quite often happens that the large properties have 
too much land to be able to work it efficiently, while the small holdings 
have too little land and frequently of too poor a quality to ensure the 
subsistence of their numerous owners.-
The Development Plan provided that agrarian reform would cover 
15,000 new families a year with an agricultural area of 172,600 hectares.
In 1973-1975, 2,600 new families were incorporated, with an area of 27,000 
hectares in terms of annual average?. More than half the agrarian reform 
activities were devoted to eliminating some precarious forms of land tenure 
in the Guayas river basin,
. Furthermore, in the period 1973-1975, IERAC,used 25% of its total- 
available budgetary resources and only 10% of its capital budget.
There is no doubt whatsoever that the majority of the marginal 
population and the greatest poverty are found in the rural area and that 
this is causing a strong migratory flow to, the cities. As a result of this 
migration, combined with Ecuador's high rate of population growth, a large 
sector of the population fails to find employment in productive activities 
and contributes to the existence of large equally marginal sectors in the 
urban centres.
The carrying out of a more far-reaching agrarian reform programme 
has encountered strong political and social, opposition. Moreover* some . 
doubts have arisen, as in other countries, regarding the effects such a 
reform might have on investment i n  agriculture and on production, which 
could also be affected by the limitations of entrepreneurial capacity of 
those replacing the present owners in their activities.
/(e) Electrification
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(e) Electrification and transport
Between 1972 and 1977 Ecuador’s electricity generating capacity 
increased by 86%. Nevertheless, the per capita installed capacity is 
relatively low in comparison with other countries, in spite of the existence 
of the expansion of hydroelectric energy. The Ecuadorian Electrification 
Institute (ÏNECEL) is working on the establishment of a national 
interconnected system.
In the field of hydroelectric energy, the Pisayambo power station 
which started operating at the end of 1977 has a capacity of 70,000 KW 
and supplies energy to the Sierra provinces from Carchi in the north to 
the provinces of Chimborazo and Bolívar. The cost of the project was 
approximately 80 million dollars. Also in process of execution is the 
Paute plant in the Azuay province which in "its first stage will have a 
capacity of 500,000 KW and whose estimated cost is 340 million dollars.
There are further projects for power plants in Toachi and Guayllabamba 
which are still under study.
Some thermoelectric plants have also been established, such as the 
plant in Guangopolo which has been in operation since April 1977 and has 
a generating capacity of 31,200 KW, and another in Guayaquil with a generating 
capacity of 29,000 KW. Work is expected to start shortly on a further 
thermoelectric plant with a capacity of 73,000 KW in the Estero del Salado 
region.
Among thé government projects is the extension of electrification to 
rural areas, which at present have an electricity connexion system benefiting 
only 8% of the rural population.
The development of transport infrastructure is a matter of high priority 
for Ecuador in view of its geographical formation which hampers the economic 
integration of its various regions.
Between 1970 and 1976 thé extension of highways doubled and the motor- 
vehicle inventory quadrupled,' thus reaching 150,000 vehicles. Many of the 
highways were built before the oil boom, so that the economic growth of the 
past few years has been limited by the deficiencies! in the means of 
communication, mainly due to the poor state of many roads.
/(f) Social
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(f) Social development and income distribution
In the statistics available for the last few years on social improvement 
some indicators show favourable results, though not on a par with the rapid 
growth of the country's economyt
There has been a slow and gradual improvement in the mortality and 
birth rates. Thus, for example, the supply ef calories in foodstuffs has 
increased, although in 1974 it still fell short of international 
recommendations or requirements by an average of about 14%. In view of the 
great inequality in the distribution of income, this deficit is concentrated 
particularly in the marginal sectors. Moreover, between 1968 and.1974 the 
position with respect to protein consumption deteriorated. This dropped 
from 66% of the recoramendable requirements in 1968 to only 60% in 1974.
The relationship between the number of doctors and the population has 
improved, due to the wide coverage attained by university studies and the 
system of free admission to that level of national education. In 1974,
128 doctors graduated; the number rose to 160 in 1975, 222 in 1976 and 
343 in 1977, while 530 doctors are expected to graduate in 1978. There 
has also been a considerable increase in government investment in the 
health sector for the construction of hospitals and health centres; 
difficulties have nevertheless been encountered in providing them with , 
the technical staff necessary to operate them efficiently. Moreover, some 
doubts have arisen as to whether it is preferable to build fairly large 
hospitals in urban centres or to establish health centres that would provide 
basic medical services for the rural population, which is the most neglected 
sector.
In recent years, too, the benefits deriving from piped water, sewerage 
and electrification seryices have also been extended and housing conditions 
have improved with the erection of large buildings in the main urban centres. 
Progress in these fields has been relatively limited, however, and they 
still present significant deficiencies.
There has also been some progress in the field of literacy, since 
between 1962 and 1974 the literacy coefficient rose from 70 to 75%; the 
urban coefficient increased slightly - from 89 to 90% - while the rural 
coefficient rose from 58 to 63%. To qualify these figures, however, it
/should be
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should be borne in mind that‘a large hunger of students of school age
spend only very brief periods of one or two years at school, especially in
the rural sector. Furthermore, in many cases education leaves a good deal 
to be desired owing to the shortage of teachers. Considerable progress has 
been made in the construction of educational establishments, however.
During the period concerned there has been an evident disproportion
between public spending on education at the higher and primary levels. In
the period 1971-1975 real expenditure on education practically doubled, with 
particularly large increases in 1972 and 1973 (approximately*30% in each 
year). At the same time the amount spent on primary education dropped from 
47% of total expenditure in 1971 to 35% in 1974-1975, while the share assigned 
to higher'education rose from 10% to about 24%.. The proportion spent on 
secondary education was more Stable (see table 56).
The emphasis placed on the growth of secondary and higher education 
is d e a r  from a comparison of the variations in the number of students and 
teachers between the periods 1965-1966 and 1974-1975. Taking the number 
of primary students as a base of 100, the proportion of secondary students, 
which represented 15% of the primary students in the first period, rose 
to 27% in the second; for university students the relation rose from 2% 
to 9%. The same Occurred in the case of teachers. While in thé period 
1965-1966 secondary teachers represented 43% of the primary teachers, in 
1979-1975 the proportion was 66%; and the proportion of university teachers 
rose from 8% to 15% over the same period (see table 57).
The marked expansion of secondary and higher education at the expense 
of primary education has given rise to social problems, as the benefits of 
education have not been especially directed towards the most needy strata.
At the same time, the situation may lead in thé future to some deficiencies 
in the quality of higher education and difficulties in effectively absorbing 
those graduating from some types of professional training.
/Table 56
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Table 56
ECUADOR i PUBLIC EXPENDITURE ON EDUCAH0K2/
■ ...... ...... . ■ ......- 1971 1972 1973 197* 1975
Total
(millions of sucres at current prices) 1 166 I 657 3 081 ; 1 2 11
Percentage on primary education b/ *7.0 ' *2.5 ' 39.0 3*«6 35.0
Percentage on secondary education *3.0 **.9 39.5 *0.2 *1.*
Percentage on higier education 10.0 12.6 3.5 ., 25.2 23.6
Total
(millions of sucres at 1970 prices) 1 05* 1 359 1 813 1 809 2 068
Real percentage increase) - 26.9 33.* 1*.3
Sources» Budget Office and World Bank, Current Boonomic Position and Prospects of Ecuador, 1976.
a/ Including the Budget, the expenditure of POMADE and FONAPAR, and the specific allocations of petroleum 
income.




'ECUADOR* EVOLUTION OF THE EDUCATIONAL STRUCTURE
1965- 1974-
• • . . . .  . . . - 1966 1975
Population aged 5-14 years (thousands of persons) 1 397 1 883
Students at primary school (thousands) 600 1 234
Primary students as a percentage of the school-age population 57.3 65.6
Number of students per teacher
Primary schools 37.4 39.7
Secondary schools 12.7 16.2
Universities 8.8 24.0
Comparative structure of education.
Students (number at primary school = 100)
Secondary 14.6 27.1
University 1.9 9.3
Teachers (number in primary schools = 100)
Secondary 43.1 66.5
University 8.2 15.3
Sources* Ministry of Education and World Bank, Current Economic Position and Prospects of Ecuador, 1976.
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As regards the distribution of income, a slight deterioration in the 
share of the poorest 20% of the* population is noted between 1968 and 1975. 
Likewise, a smaller share is recorded for the 10% receiving the highest 
incomes (from 40% of total income in 1968 it dropped to 34% in 1975).
However, the income of both these groups rose slightly in real absolute 
terms. The share of the upper middle 15% remained practically unchanged.
In contrast, the 55% classified in the lower middle and middle groups raised 
their share from 33 to 40%. The top half per cent of the population also 
showed a slight relative improvement (see table 12).
The share of the lowest 20% in total income is close to the average 
for Latin America, while the highest 10% receives a lower percentage than 
the average for the region.
The increase in the share of the middle and lower middle sectors can 
be explained by the fact that the rapid economic growth coincided with a 
vigorous expansion of the public sector and of mining, manufacturing, commerce 
and construction, so that the situation of income recipients engaged in 
these activities improved significantly. Thus a middle class which was 
virtually non-existent a couple of decades ago gradually developed and 
strengthened.
In spite of this, according to estimates of the National Economic 
Planning and Co-ordination Board, the marginal state of the population was 
only slightly reduced. The estimate for 1975 indicates that of the total 
population the marginal sectors numbered some 750,000 in the rural area and 
some 220,000 in the urban area. In the Development Plan it was proposed to 
reduce from 49 to 34% the population that was excluded from the economy, 
defined as that earning less than the minimum wage. In 1977, however, this 
was still estimated at 47% of the total population (26% for the urban and 
64% for the rural population). In this respect, progress in incorporating 
marginal workers in essentially productive activities has been manifestly 
slow. In addition, table 58 presents an estimate for 1974 of the persons 
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Less than,2 000 2*5.7 13.0
2 000 - 5 000 727.6 38.5
5 000 - 10 000 302*4 16.0
10 000 - 15 000 151.2 8.0
15 000 - 30 000 283.5 ,15.0
30 000 - 50 000 102.1 5.4
50 000 - 100 000 54.8 2.9
Over 100 000 22.7 1.2
Bot» 1 890.0 100,0
Sources« National Planning Board and World Bank, Carrent- Economic Position and 
Prospects of Ecuador, 1976
&/ Estimates based on two surveys carried out in 1965 and 1968, and on a sample 
inquiry conducted in Quito and Guayaquil in 1973. 
b/ Heads of households.
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4. Expansion of the banking and financingsystem
The growth of the economy induced by petroleum exports has led, among 
other results, to a considerable expansion of the financing system. Between 
1968 and 1977 the credit granted by the Central Bank, commercial banks and 
the National Development Bank practically douibied ih real terms. At the 
same time a number of intermediary institutions emerged, while other • 
institutions which existed before the petroleum'boom were strengthened.
Monetary policy succeeded in Channelling official and private credit 
towards the financing of certain economic sectors, especially agricultural 
and export activities,.;
In spite of the vigorous expansion of the'capital Mrk'ef, there are 
still some obstacles hindering its continued development. Thus, the securities 
negotiated are issued primarily by the State'or official institutions; the 
only private financial instrument of importance is thé mortgage bond.
(a) Financial institutions
The banking system is héaded by the Central Bank'of Ecuador, established 
in 1927, which is the monetary autiiority arid thé institution regulating 
monetary, credit and exchange policy. Thèré'Îs also the ïîâtiohal Development 
Bank which is a State financing institution mainly covering"the credit needs 
of agriculture and small-scale and artisan-type industry.' ''The National 
Development Bank has branches and agencies practically throughout the country, 
even-in those regions where "banking activity is not profitable for private 
institutions. Also operating in Ecuador are 21 national and four foreign 
private banks (First National City Bank, Barik of‘Americaj"Bank of London 
and United Netherlands•Bank). All these institutions have benefited from 
the rapid growth of the country's economy, particularly that of its external 
sector, since financing exports and imports and securing external credit 
by granting guarantees represent the most lùcrativé form of banking business.
Among the rest of the financial intermediation institutions may be 
mentioned the Values Commission-National Financing Corporation, a State 
institution whose main purpose is to extend credit to industry. The total 
domestic credit granted by*the Corporation amounted to 3,800 million sucres 
(152 million dollars) in May 1977. The Corporation is financed by the 
issue of medium- and long-term bonds, its official capital and reserves, and 
also by credit obtained from development institutions abroad.
/The Ecuadorian
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The Ecuadorian Housing Bank, also a public institution, was established 
to finance the construction of housing for the middle-income sectors. The 
total credit granted by this Bank amounted to 3,550 million sucres (142 million 
dollars) in May 1977, practically half of which was financed by 
its official capital and reserves and the rest by the issue of bonds and 
savings and time deposits made by applicants for the purchase of dwellings.
The Co-operative Bank is another official institution whose purpose is 
to stimulate, promote and finance the development of Ecuador’s co-operative 
movement.
The most important of the private financial institutions are the 
mutual benefit societies which provide financing for the construction of 
dwellings. The total.credit they had granted by May 1977 amounted to 
2,700 million sucres (108 million dollars) and their main source of funds 
was the savings and time deposits obtained from possible applicants for 
mortgage loans. Another important institution in recent years is the 
, Ecuadorian Financing Corporation (C0FXEC), which grants credit mainly to 
industry. The total credit extended by COFIEC by mid-1977 was 1 billion 
sucres (40 million dollars) and their financing, apart from that provided 
by their capital and reserves, was obtained through the issue of bonds and 
from external credit.
Recently, other private financing companies have been organized, but 
they have not yet acquired much importance; among them may be mentioned 
the Ecuatoriana Financiera S.A. (ECUFINSA), Financiera Nacional S.A.
(FINANZA) and Financiera de Guayaquil.
In the distribution of financial savings among banks and other 
intermediation institutions, it may be observed that while in 1972 the 
non-banking financial intermediation institutions obtained 5.5% of domestic 
financial saving, the proportion rose steadily in the next few years and 
stood at 12% by mid-1977 (see table 59).
/Table 59
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table 59
ECUADOR# FINANCIAL SAVING BY TYPE OF INSTITUTION AND KIND OF SECURITY 
(Millions of snores)
Banking system a/








1972 Percentage 1974 Percentage 1976 Percentage-
May
1977 Percentage
15 250 94.5 24 195 91.5 40 910 88.5 43 426 87.7
889 5.5 2 257 8.5 5 314 11.5 6 080 12.3
16 139 100.0 26 452 100.0 46 224 100.0 49 506 100.0
7 259 45.0 13 387 50.6 21 521 46.6 23 063 46.6
3109 19.3 5 681 21.5 8 646 18.7 9 632 19-5
1 149 7.1 8 - 2 4 » 5.3 2 709 5.5
2 104 13.0 2 940 11.1 5 413 11.7 6 034 12.2
2 518 15.6 4 436 16.8 8 193 17.7 8 071 16.2
16 139 100.0 26 452 100.0 46 224 100.0 49 509 100.0
Sources» Central Bank, Office of Monetary Studies, and International ibnetaryFund, Ecuador» Recent Economic 
Developments, 1977,
bJ Central Bank, National Development Bank and commercial banks, 
b/ Savings and time deposits,
c j Including monetary stabilization bonds, other liabilities in sucres, and foreign currency and capital and 
reserves.
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As regards the securities in which financial saving was distributed, 
it may be observed that during the period concerned the proportion 
representing money has remained practically stable between 45 and 47%. It 
was only in 1974 that the liquidation of prior inport deposits determined 
an appreciable increase in financial savings in the form of money and also 
a small increment in. the form.of. quasi-money. Mortgage bonds have experienced 
fairly, moderate fluctuations*
(b) Credit to the private sector -
Between 1968-1970 and 1974-1976 there was a considerable increase (from 
21.5% to 33%. of the total) in the National Development Bank's share in the 
financing of the private sector by the banking system. This increase was 
offset by a relatively sharp reduction in the share of commercial banks 
as a whole, and also by a contraction, although somewhat more moderate, in 
the credit granted to.the private sector,by the Central Bank of Ecuador 
(see table 60). The domestic credit operations of commercial banks are 
basically in favour of the private sector. The credit they extend to the 
public sector is limited and is maitfly channelled to institutions which are 
not part of the central government.
The National Development Bank came to depend increasingly for its 
financing on the Central Bank and public sector deposits. These sources 
of financing represented 30 to 45% between 1968 and 1972, the proportion 
rising to 65% in 1976 and 63% in May 1977 (see table 61). The Bank's capital 
and reserves, for their part, were substantially increased in 1974 and 1975. 
International development agencies have contributed more and more towards 
financing the National Development Bank, but the increase has been fairly 
moderate and by 1977 that source covered less than 5% of the credit which 
the Bank granted to the private sector. Recently, the Bank has also managed 
to obtained medium-term credit from foreign banking consortiums.
As regards the financing of commercial banks, from 1972 onwards there 
was a considerable improvement in their position abroad, which was due to 
the extraordinary expansion of foreign trade and external financing.
/Table 60
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ECUADOR# nSZËKunORAI. CÓFGGIXIOCI OF BANK CREDIT IQ THE PRIVATE SECTOR
Table 60
Millions of sucres
1966 712 3 894 1 215 5 821
1969 825 4 099 1 424 6 386
19?b 1 094 4 878 1 555 7 527
1971 1 154 5 418 1 749 8 321
1972 1 056 6 260 1 991 9 307
1973 1 057 7 616 2 785 11 458
.1974 1 406 9 827 5 216 16 449
1975 2 178 12 365 7 656 22 199
1976 3 265 16 272 9 482 29 019
1977 (May) 3 244 18 080 10 060 31 384
Percentages
1968 12.2 66.9 20.9 100.0
1969 12.9 64.2 22.9 100.0
1970 14.5 64.8 20.7 100.0
1971 13.9 65.1 21.0 100.0
1972 11.3 67.3 21.4 100.0
1973 9*2 66.5 24.3 100.0
1974 8.6 99.7 31.7 100.0
1975 9-8 55.7 34.5 100.0
1976 11.3 56.1 32.6 100.1
1977 (May) 10.3 57.6 32.1 100.1
Averages
1968-1970 13.2 65.3 21.5
1972 11.3 67.3 21.4
1974-1976 9.9 57.2 32.9
1977 10.3 57.6 32.1
Source# Central Bank of Ecuador, Office of Monetary Studies.
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Table 61
ECUADOR: PROPORTION OF KAZ338AE DEVELOPMENT BARK CREDIT TO THE PRIVATE 
SECTOR FINANCED WISH CENTRAL BANK RESOURCES AND PUBLIC 
SECT® DEPOSITS
1968 30.4 1973 *7.6
1969 *5.4 197* 56.0
1970 39*5 1975 60.5
1971 *2.8 1976 65.1
1972 *4.5 (May) 1977 62.9
Source: Central Bank of Ecuador*
/This period
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This period marked a reorientation of bank credit by,sectors of 
economic activity. Agriculture, which in 1965 obtained less than 14% of 
total bank credit and in 1970 less than 15%, obtained 20% in the years 
1975-1976 (see table 62). This growth was partly due to the strengthening 
of the system of Financial Funds established in April 1973.
The «hare of manufacturing also improved, although only slightly: from 
19% in 1965-1970 it rose to over 20% in 1975-1976. In contrast, the share 
of commerce, which was over 60%' in 1965, fell to 46% in 1975-1976.
Thie purpose of the Financial Funds has been to channel through the 
banking system resources coming from external.loans, and at the same time 
to oblige the banks to. devote part .of their total portfolios to placing 
this type of credit. The Central Bank;- for its part, assigns rediscount 
quotas to various funds the object of which is to promote agriculture, 
livestock production or manufacturing.
National and foreign banks must earmark 20 and 25%, respectively, of 
the portfolio of their commercial section for loans under this system.
Any banks failing to comply with this obligation must buy development bonds 
from the Central Bank, paying an annual interest rate of 4%. These bonds 
may be repurchased by the issuing institution when the obligation concerned 
has been fulfilled.
The Central Bank rediscounts the credit granted through Financial 
Funds, in proportions ranging from 80 to 100% according to the kind of 
operations refinanced. For purposes of this rediscount operation the 
Central Bank uses external loans granted by the International Bank for 
Reconstruction and Development and the International Development Agency, 
and its own resources as well.
The Financial Funds credit is extended to the user at an interest rate 
of 9% per annum and the Central Bank charges 3% for the rediscount operation, 
so that a margin of 6% remains for the intermediary bank. The interest is 
charged at the maturity date and is not liable to the fiscal tax of 1%, so 
that this represents a considerable reduction compared with the cost of 
ordinary bank credit which is about 15% per annum.
/Table 62
Table 6ß
ECUADOR: DJHßÜBOTXQH OF BàHC CREDIT BY SECTOR OF ECONOMIC ACTIVITY
(Percentages)
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1966 1970 1973 1974 1975 1976
Agriculture 13.6 . 15.1 , 16.0 19.0 20.9 19.6
Manufacturing 33.9 19^» 17.3 17.5 20.1 20.4
Commerce 60.3 54.8 56.4 48.0 45.4 46.5
Other sectors 7.3 11.1 10.3 15.5 13.6 13.5
Total 100.0 100.0 100.0 100.0 100.0 100.0
Source: Central Batìc of Ecuador, Technical Office, Ecuador en cifras, 1977*
/A t the
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At the end of 1976 the total Financial Funds placed amounted to about 
4,800 million sucres (190,million dollars), more than half of which had been 
rediscounted by the Central Bank,, Of these rediscount operations, the Bank 
had financed 308 million sucres with external loans (see table 63).
In the short time that this mechanism has been in operation, the 
general opinion of it seems to be favourable. There have been some criticisms, 
however. In the first place, the slowness of the procedures, which is 
explained by the novelty of the system and the difficulty of putting it 
into effect. Another criticism has been the lack of adequate control and 
of technical assistance for the fanners receiving this credit, which in 
many casés makes it difficult to know whether the funds have actually been 
used for the agricultural development and'promotion objectives pursued. 
Generally speaking, however, this defect Is inherent in nearly all the 
systems of selective credit that have been put into practice in the 
developing countries. Taking an overall view, therefore, it would be 
difficult to deny that the credit granted through Financial Funds has meant 
an increased share of total credit for the agricultural sector, thereby 
contributing to an increase in this sector's production in the last three 
years.
(c) The stock market
The stock market has expanded considerably, as can be seen from table 
64. Even expressed in real terms, the increase'in operations between 1972 
and 1976 was 280%. There are two stock markets in Ecuador, one operating 
in Quito and the other in Guayaquil. The predominant operations are 
transactions in bonds issued by the State or the Central Bank. The only 
private financing of some significance is in the form of mortgage bonds 
issued by banks. Shares have constituted à negligible part of total market 
operations, notwithstanding the increase experienced in the last few years.. 
Despite the recent establishment of many stock companies, these continue 
to belong, as a rule, to only a few shareholders and do not provide for 
many share operations.
/Table 63
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Table 63
ECUADOR» CREDH GRANTED BT GBB BANKING SXSTEM THROUGH FINANCING FUMJS 
(Billions of sacres)
1972 1973 1974 1975 1976
Central Bank rediscount operation 133 276 1296 2 097 2 486
Domestic resources ' ” 131 1 147 1 777 2 178
External resources 133 145 149 300 308
Resources of financing institutions - 48 955 1 471 2 295
National tanks - 34 663 1 071 1 858
Foreign banks 1* 292 400 437
Total 133 & 2 251 3 568 4 781
Source» Central Bank,Annnal Reports, 1975 and 1976.
Table 64
< •
ECUADOR» STOCK MARKET OPERATIONS 
(Millions of sucres) .
1972 1973 1974 1975 1976
Total 487 1 681 2 055 2 474 3 159■ W M M M i
State bonds 264 639 Oflftt w 862 967
CAT a/ 24 82 173 .258 436
Monetary stabilization 
bonds (Central Bank) 2 801 689 975 1140
Mortgage bonds 77 91 21? 239 430
Shares 10 11 11 24 24
Otÿier 90 57 66 116 162
Source» Central Bank,Annual Reports, 1973, 1974, 1975 and 1976.
a/ Tax retate certificate (certificado de abono tributario ). which some exporters received and is used to pay
certain taxes* , ./Many factors
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Many factors account for the difficulties experienced by the stock 
market as a means of channelling savings towards the financing of productive 
investment. In the first place, mention may be made of the negative or 
barely positive real returns on securities, owing to the rate of inflation 
of the last few years. Tax provisions and the relatively high brokers', 
commissions are other factors that have hindered the expansion of the market. 
Lastly, there has been little access to it by the saving public at large, 
and at the same time the nature of the securities, issued,do not fully 
satisfy investors.
/ I I I .  MALADJUSTMENTS
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XII. MALADJUSTMENTS AND TENSIONS IN GROWTH;
THE PROCESS OF INFLATION
The petroleum era brought with it an accentuation of inflationary 
pressures to a degree which had not been experienced in Ecuador for several 
decades. It is true that a few years before the petroleum period, price 
increases had begun to be more pronounced, and equally true,that it is 
difficult to distinguish national inflation from that which affected the 
entire world at the end of 1972. The sudden materialization of an 
unaccustomed mass of resources in the hands of the government however, and 
the consequent growth of public expenditure produced a rapid increase in 
the means of payment which naturally had an impact on prices, because of the 
slow response of both domestic and inported supply. If the problem is 
considered from the point of view of the structure of the economy, it may 
be maintained that the rapid transition from an economy in moderate expansion 
to an economy characterized by vigorous growth, and particularly the 
difference in intensity in the growth of the different sectors, could not 
fail to produce tensions. An expression of this was the more rapid increase 
in prices, especially since the supply of food appears to have been 
inadequate to satisfy the demand from much higher and increasing earnings.
The authorities have used various instruments to moderate this process 
- production stimuli and supply of consumer goods, liberalization of imports,- 
wages policy, control of key prices, and constraints on demand using the 
classical monetary policy measures. The result of these was not insignificant, 
since generally speaking, as from 1975, prices have increased more moderately 
and their rate of increase has tended to decline.
Some problems stemming from inflation, however, seem to be more 
»permanent, especially those connected with distortions in the rate of 
interest, the exchange rate and some key prices. Similarly, some redistribution 
has taken place as a result of inadequacies and/or lags in the readjustment 
of nominal wages.
/ I .  The
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. l. . The evolution of prices, imported inflation and
„ the pressures of casts
(a) increases In the price index and Its-components
The 1950s., when, the banana boom began, were characterized by notable 
stability in prices with an average annual increase of 1%. It is very 
possible, however; that during the previous: period, between 1920 and 1950, 
when the country underwent an extraordinary crisis in cocoa, the main export 
product .at that time » inflationary’ pressures were considerably greater, at 
least.to judge by the dollar exchange rate which rose from 2.5 sucres in 
1926 to 15 sucres inl951 (see table 65>; Naturally, given the existence , 
at that time of far broader sectors of the economy which were practically 
outside.the market, inflation must have had fewer effects, than in recent 
times. . -i' ■
Table 65
ECUADbR:' USDOELAR EXCHANGE RATE
■ • . (In sucres)
From 1920 to 1926 2.25
From 1926 to 1934 . 5.00
From 1934 to 1949 10.00
From 1949 to 1951 13.50
From 1951 to 1961 . ‘ 15.00
From 1961 to 1970 18.00
From 1970 (August) to mid-1978 25.00
Sources; Oswaldo Hurtado, El poder politico eh el Ecuador, Ediciones Uhi- 
versidad Catdlica, Quito,1977,. p. 90,and International Monetary 
Fund, International Financial Statistics, various issues.
/Between 1960
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Between 1960 and 1968 the rate of ¿inflation increased at an annual 
rate of 3.5%, similar to what was considered normal in the developed 
countries at that time* In 1969-1971,» r̂iffle* ■ increases became more rapid, 
especially in 1971 when the consumer price index recorded an increase of 
more than 9%. This movement was observed to be more intensive in the 
implicit deflator of the gross domestic product (see table 66, and at the 
end reference table 83-), v
In 1972 there, was some slackening in inflationary pressures, but they 
settled down at a rate of approximately 8%. The beginning of the petroleum 
period.coincided with a new burst of inflation, with the result that in 1974 
prices were increasing at a rate of 23%. In 1975 inflationary pressure 
dropped and the same thing happened in 1976. The decrease was 14% in 1975 
and 10% in 1976, while the reductions in the implicit deflator of the gross 
domestic product were even more accentuated, since in 1976 this indicator 
increased by less than 10%.
Despite this, when periods of les? than 12 months are considered, it 
is evident that the slackening in the rale of inflation which began in 1975 
continued particularly intensively up to March 1976, with the result that 
during the year previous to this date the increase in consumer prices was 
slightly under 7%. As from this date and up to the last quarter of 1976 
there was son» resurgence of inflation, and specifically in the last quarter 
of 1976 the annual rate exceeded 13%. During 1977, price tensions dropped 
off slightly, and remained under an annual rate of 13%.
In the movements of the consumer price index between 1970-1971 and 
1975, the subgroup of food and beverages underwent considerably larger 
increases than the other items (see table 67).
.[¡■The relative price of foodstuffs increased by more than 30% between 
these two dates, while in 1976 and 1977 the real improvement of the previous 
years remained approximately the same.
/Table 66
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ECUADOR» IHD3EATCRS CF VARIATICKS IN PtOOBS
- ''.iv.'' (i97Q̂  ̂ 10) ? ' '■'-’iV’.
Table 66




Annual rate of increase
Other itass of thé' index 
clothing and aisoeùanéoos)
Annual rate of increase
Deflector of the gross domestic
Annual rate of increase
protest
90.0 94.7 1OÇVP 109^4 117.9
3.0 ,. 5*2... . 5.6 .. 9*4 7.8
89.6 96.6 lOOwO 107.8 119.0
J A  M  3.5 " / 7.8 10.4
90.5 93eO 100.0 111.0 117.0
US 2m8 7.5 1U0 5.4
87.1 91*5 100.0 nidBr 122.3
2.7 5 a  9.3 11*8 9*4
132.4 163a 186.9 206.6 232.1
12.3 23.3 14.5 10.5 12.6
139^ 184.4 215a 236.4 26SJ3
17.5 31.9 16.6 9*9 lia
125*9 144.4 161.6 179a 202.0
7.6 14.7 11.9 1V3 12.3
139.1 174.1 194a 213.5 237.1
13.7 25a 11.9 9.6 11.0
Sources» National Institute of Statiatioe and Oinsnses and Central Bank, Department of Eoonoedo Indicators and Rational 
Aooounts. '
a/ Quite and Guayaquil. .......
b/ Quito, Guayaquil and Cuenca. ,
c/ Average January-Septoibar over the anrerage of the sane period in 1976.
d/ Consumption of low ah&'ttidfflte income fariliesin Quito, Guayttpril, Goeasa and Portwviejo.
/Table 67
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Table 67
ECUADOR: EVOLUTION OF FOOD AND OTHER CONSUMER PRIŒS
(1970 =100)
_ , . , Index of the relativeConsumer price indexes price of food
Food and, Other
beverages items (A) + (B) x 100
(A) (B)
1968 90 90 100
1969 97 93 104
1970 100 100 100
1971 . 108 111 97
1972 119 117 102
1973 140 126 111
1974 .. 184 144 .128
1975 . . : . ‘ 215 .... 162 133
1976 236 180 131
1977 a/ 262 202 130
Source: National Institute of Statistics and Censuses.
a/ Average January-September over1 the average of the same period in 1976.
(b) The impact of external inflation 18/
In Ecuador there has been a clear parallel between the direction of 
the variations in domestic prices and those of imports, and nearly every 
year in the magnitude of the movements too (see table 68). In 1971 the 
domestic price index rose more sharply than that of imported articles, 
since the increase in the rate of inflation between 1970 and 1971 may be 
basically attributed to the devaluation of the sucre which took place in 
August 1970; in 1972, however, the variations in the two indexes became 
closer. In 1973 and 1974, when both world inflation and that of Ecuador 
built up, the increases were greater for imported prices than for domestic
18/ For a general discussion of the topic see CEPAL, Dos estudios sobre 
inflacidn, Cuademos de la CEPAL, N° 9, Santiago, Chile, 1975, and 




ECUADOR# VAHIAXTOKS IN Ü0N5UM3R PRICES AND IN m X K t  AND EXPORT PRICES
(Paroectages)
1971 1972 1973 1974 1975 1976 1977
Constatar prices 9 ^ 7*® 12.3 ,2*3 14.5 10.5 12.6a/
Ihport. prices 6.1 6.7 15.7 . 27.5 13.5 4.2 6.1b/
Export prices t 
(excluding petrolem) m ' 3.3 22.5 & 0 -2.5 38.6 39-lc/
Souroest National Institute of Statistics and Censuses and Centnl Dank, Department of Economic Indicators«
a/ Janoary-Septeaber cotepered withsa#» period of the previous face. : ' -
b/ January-July compared 1# $  the same period of theprevious year« -
c/ January-June coopered with the same period of the previousyear.
/p r ic e s . In
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prices. In 1975 the variations^in external and domestic prices were similar,
but in 1976 and 1977 larger increases .were recorded in the domestic price
index.19/
The very close parallel mentioned earlier between the variations in 
the prices of food in the consumer price index of Ecuador and the 
variations in food and beverages in the world market was not observed.20/
In 1971, for example, which was a year in which the index of world prices 
in food and drinks dropped, an increase, although only a moderate one, was 
recorded in Ecuador. The international increases of 1972 and 1973 were
somewhat more substantial than those observed at the domestic level. O n l y • 
in 1974 were there increases of more or less the same intensity, since in 
1975 and 1976 external increases were greater than those of the domestic 
market.
A recent study 21/ by economists from the International Monetary Fund 
and the World Bank has endeavoured to measure what proportion of Ecuador's 
inflation can be attributed to external factors. According to this study,
20% was the result of external factors in 1972, 34% in 1973 and somewhat 
over 40% in 1974. These coefficients dropped to 21% in 1975 and 20% in 1976. 
In the methodology followed, the variations in the import price index and 
in the exchange rate were taken into account, while the effects which the 
changes in the export prices may have on domestic prices were omitted for
19/ A simple regression in which y represents the rate of increase of 
domestic prices and x the rate of increase of imported prices gives 
the equation: y = 6.7 + 0.55X, with a correlation coefficient of 
r = 0.90. This coefficient is statistically significant and greater 
than 0, but if the true coefficient were 0.9 at a reliability level 
of 5%, it could be found between 0.45 and 0.98, in view of the small 
size of the sample. Similar results emerge from the correlations 
made by International Monetary Fund experts to explain the variation 
in domestic prices by the variation percentages of public 
expenditure. The conclusion which may be drawn is that both elements 
have played an important role in inflation, but statistical evidence 
is not sufficient to explain it completely.
20/ For the fluctuations in world prices of food and beverages see BIS, 
Rapport Annuel, Basle 1977, p. 35.
21/ See Germán Cárdenas and Carlos.Emanuel, La inflación importada: El 
caso del Ecuador, mimeographed monograph, 1977.
/reasons which
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reasons which are not analysed. Nor were the repercussions of other measures 
restricting imports taken into account; these include prior deposits and 
tariffs, which underwent ¡changes during the period.
The failure to consider the effect, of inflation on export prices may 
be less important in Ecuador than in other countries, not for theoretical 
but for practical reasons. First of all,petroleum 22/ (and its products) 
which is the main export product, has shown total price stability on the 
domestic market, which has meant that this factor has had a strongly 
stabilizing influence. Furthermore i the state has made it compulsory to 
supply all the by-products which the economy requires. In the case of 
bananas, which is another important export, international prices have 
become more or less stabilized. The increase in sugar prices was certainly 
of importance in 1§74 and 1975,, but since then they have tended to drop and 
the domestic price hias been lower than the international price.
As for coffee and cocoa, where the increase in external prices has 
affected internal prices, these products ,are not of great importance in the 
consumer price indexes. Other products - agricultural or processed - which 
constitute exports, do so in quantities which could hardly affect the 
variations in. domestic prices.
The increase in the prices of imported products not only affects 
domestic prices in proportion to the share.of imported products in national 
expenditure, but alsoaffects them,to a greater.extent owing to the effect 
which these increases have on the prices of articles produced domestically 
which are near substitutes for the imports.
The greater opening-up of the economy towards the exterior has meant 
on the one hand that the country is much more vulnerable than it was in the 
past to variations in external prices. On the; other hand, since the growth 
of imports has made available a larger supply of goods on the domestic 
market it has made it possible to reduce inflationary pressures to some 
extent. .
22/, The prices of the by-products of petroleum are considered here;as 
factors influencing costs. Naturally, the increase in the prices 
of the exported fuel has inflationary effects in terms of external 
demand. This will be. seen below, „
/A ll  in
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All in all, although it is rather hard to make any accurate 
quantification of the effect óf impòrted inflation on the changes in 
domestic prices, the fairly parallel movements recorded in nearly all thè 
years of the period under analysis between external and domestic inflation 
cannot be ignored.
(c) The exchange reates arid thé cost of money
As far as cost pressures are concerned, the stability of the exchange 
rate as from August 1970 has been a stabilizing factor, since domestic ■ 
prices have risen in manifestly largér percentages than those of thé main 
industrial countries which provide the country with imported products (see 
table 69). The sucre has thus tendêd to be over-valued in relation to other 
currencies (27% between 1970 and 1977). It shöüld be pointed out that there 
is a discrepancy in the external valué of the currency whether it is 
considered from the point of view of the balance of payments and its real 
rate in thè free märket, or froth the point of viéw of the purchasing power 
of the suctfé compared with othér foreign currencies.
It has also been a factor which has contributed to stabilizing the - 
cost of money. The bank interest rate most generally applied throughout 
the period has been 12% per year, plus a surcharge of 1%. This means that, 
owing to the1 method-of pre-charging interest, the cost òf money is an annual 
15% in cfedit operations with a'term of one year* Düring the period, 
therefore, in thósè cases where the real cost of the money was positive,, 
owing to a rate of inflation which wás less than the nominal cost of the 
money, this cost was very small and much less than what could be considered 
thè opportunity cost Of capital in Ecuador.
(d) Wages
The increases in real wagés do hot seem to have played a very 
significant role in inflation in Ecuador.1 There has been no official 
mechanism in the Country to link periodically the variations in wages and 
salaries with price increases in earlier periods. However, the Government 
has on various occasions decreed variations in minimum wages for. different, 
categories Of workérs* so às to safeguardthe purchasing power of thé least 
protected sector of the population. "The, main modifications of minimum 
wages took place in April 1974, May 1975 and January 1976 (see table 70).
/Table 69
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Table 69
BCUAMRlEVOUJTION CP THE REAL EXCHANGE RATE





P rices in 








, the United 
States 
(1970*100) 






(2 )*(5 ) x 100
( l ) (2) (3) (4 ) (5) (6)
1969 19.16 91.5 94.9 96.4 19.88
1970 21.67 100.0 100.0 100.0 21.67
1971 25.71 111J9 105.1 106.4 24.16
1972 24.85 122¿3 109.4 111.8 22.23
1973 24.85 139.1 115.8 120.1 20.69
1974 24.85 174.1 127.4 136.7 18.18
1975 24ÜB5 194.8 139.3 139.8 17.78
1976 24*85 213.5 146.4 145.8 17.04
1977c/ 24.85 237.1 151.3 156.7 15.86
Sources: Central Bank, Cuentas Nacionales del Ecuador* 1977? International Monetary Fund, International Financial
S ta tis tics , May 1976 and August 1977.
a/ Im plicit deflator of the gross domestic product in Ecuador.
b/ Im plicit deflator on the gross domestic product in the United States.
o/ Preliminary figures.
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Five categories of workers earning minimum wages have been distinguished: 
general workers, the agricultural workers of the Sierra region , the 
agricultural workers of the coastal region, the Oriente region and Galctpagos 
; artisan-type workers and those providing domestic services. In March 1974, 
a montly bonus pf 250 sucres was introduced for all monthly wages and 
salaries of between 1,000 and 5,000 sucres, and in practice came to form 
part of minimum wages in permanent form.
Table 70




Workers in general 1 000 1,250 1 500
Agricultural workers of the Sierra region 750 : 750 960
Agricultural workers of the coastal, 
Oriente arid Galápagos regions 900 900 1 080
Artisan-type workers 850 950 1 140
Domestics 450 550 660
Source: Central Bank, Memorias, 1974, 1975 and 1976,
a/ Excludes the monthly bonus of 250 sucres granted as from March 1974
for all monthly wages and salaries of between 1,000 and 5,000 sucres.
Considering the situation of the workers in general, it was observed 
that the minimum real wage deteriorated in 1972 and 1973 compared with 1971, 
which was selected as a basis for comparison. Following the readjustments 
agreed upon in March and April 1974, the minimum wage became stabilized 
around 10% above its 1971 position. The readjustments in May 1975 and 
January 1976 made it possible for the real minimum wage to rise 20% above 





ECUADOR* EVOLUTION Cf MBIMtm NOMBIAL AND REAL WAGES a/ .
(Monthly values)
Nominal Consumer Real minimum wages
' minimum pvine Sueres at
wages index 1970 1971=100
(sucres) (1970=100) prices
1971 * • 750 109.4: 686 100
1972 750 117.9 . 636 95
1975 750 , >■ 132.4 566 83
1974 ( f ir s t  quart»;) 1 000 ... . 151.2 661 96
1974 April i - . . , . 1 250 . 166.7 750 109
1974 December- -, -1 250 174.2 718 105
1975 March 1 250 186.0 672 98
1975 May 1500 185^) 811 118
1976 September 1 750 210.9 830 121
1977 August 1 750 236.1 741 108
Source* National Institu te of S ta tis tics  and Censusesjlnternational Monetary Fund, Ecuador* Recent 
Economie Developments, 1977, and Castrai Bank, Department of Economic Indicators«
a/ Includes the monthly bonus of 250 sucres granted as froaMarch 1974.
/From another
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From another point of View, it can be seen from the national accounts 
of Ecuador that between 1970 and 1976 the total real wages paid to employees 
and workers rose by 70%. Taking into account the increase in employment 
during the same period, the per capita increase in real wages may be put 
at 34%. During this period, the per capita gross domestic product grew by 
47% (see table 72).
In some sectors of the labour market the collective bargaining 
between enterprises and syndicates has been of importance. This bargaining 
has taken into account the increase in the cost of living and expectations 
of what may take place in the immediate future. In other sectors, 
particularly in the cases of skilled industrial, transport and construction 
workers, where there was a shortage of skilled labour, wage increases have 
been higher than those recorded in the rest of the economic system.
2* The expansion of global demand and 
money aggregates
It is possible to establish firm parallels between the variations 
in public spending, the growth of money and the changes undergone by prices. 
The sequence in the case of the economy of Ecuador may be described in the 
following terms. In August 1972 exports of oil began, and resulted in an 
exceptional inflow of foreign currency to the country in 1973 and 1974.
This income profited the Government almost exclusively, since production 
costs and the purchases of the oil companies in the country accounted for 
sums of no great significance. The Government began to increase its 
spending both on consumption and on investment, but particularly the latter. 
The increase in spending, however, was less than the increase in earnings, 
which meant that during this first period the Government or the public 
sector reduced its net indebtedness with the banking system. This took 
the form of an increase in public sector deposits and between 1971 and 
1972 there was a reduction of net public sector credit of approximately






























1970 9 800 ;; 9 800 loo 100 100
1971 11 187 10 263 105 102 102
1972 12 667 10 734 ■ ■ : - n o  ; 103 106
1973 16 420 12 515 128 115 121
1974 22 753 13 959 Ite 123 138
1975 28 363 15 167 ■’ 155 ' 130 138
1976 34 563 : 16 668 170 138 ; 147




ECUADOR: SUWftKX OP ACCOUNTS OP tHB CONSOLIDATED BANKING SECTOR 
(M illions of sacres)
table 73
1968 1969 1970 1971 1972 1973 1974 1975 1976
I
I
Money (Ml) a/ 3 845 4 361 5 te? 6 (68 7 257 9 319 13 382 15 539 21463 22 990
Increase (percentage) (13.4) (24.4) (11.6) (18.8) (38.4) (43.6) ( 16. 1) (38.1) (44.0)
Other lia b ilitie s  b f 3 804 4 507 5 313 5 669 6 928 7 506 8 988 11 335 16 694 17 318
Increase (percentage) (18.5) (17.9) (6*7) (22.2) (8 .3 ) (19.7) (26,1) (47.3) (32.6)
International monetary reserve c/ 961 1 041 1 402 649 3 254 5 874 8 427 6 428 11 413 13 396
As percentage of Ml (25.0) (23.9) (25.8) (10.7) (44.8) (63.0) (63.0) (41.4) (53.2) . (58.3)
Net credit to public sector d/ 827 1 376 1 810 2 133 1 523 -22a -1  393 ,1  990 -2 1 3 2 -4  674
Credit to public sector 5 821 6 368 7 527 8 te l 9 307 11 458 16 449 22 199 29 019 31 364
Increase (percentage) (9 .7 ) (17.8) (10.5) (11.8) (23.1) (43.6) (35.6) (30.7) (25.8)
Oth» net assets and lia b ilitie s  •/ 40 63 1 624 101 -276 -1  113 237 -14? 202
Sources: International Monetary Fond, S ta tistica l O ffice, Cuadros aonetarios del Ecuador, and Central Bank, O ffice of Monetary Studies* 
a/ Notes and coins outside the banks, plus money deposits by the private sector*
b/ Quasi-money, prior import deposits, stabilisation and mortgage bonds and other lia b ilitie s  in sucres and in foreign currency. 
c f Assets less short-term lia b ilitie s  on the exterior*
_d/ Credits to the public sector less deposits.
e/ Minus sign ( - )  means that lia b ilitie s  are greater than assets* Includes capital and reserves*
*¿
01
-  1075 -
The expansion of demand caused the nominal gross domestic product 
to grow, but because of inflexible and unyielding factors in the apparatus 
of production, particularly in the agricultural sector, prioes also rose
sharply. As imports could not completely offset the increases in
earnings and expenditure but gave a delayed and inadequate response, an 
accumulation of international reserves occurred, which turned the change 
in the international monetary reserve into the main component of money 
supply. The international monetary reserve, which had accounted for 11% 
of money supply in 1971, accounted for 45% in 1972 and 63% in 1973 and 1974.
The increase in exports, the consequent sharp rise in Government 
earnings, the increase in spending, the growth of money income, the expansion 
of international reserves and the increase in money supply were therefore 
different aspects or phases of one and the same phenomenon.
(a) The demand for money and money supply
Generally speaking, it can be said that between 1968 and 1977 there 
was some increase in the demand for money. This tendency was, however, 
interrupted in 1973 and 1974, owing to the speeding-up of inflation (see 
table 74).
It is possible that the increase in the demand for money was due to 
two main factors. In the first place, to sin increasing monetization of an 
economy in which major sectors of the population were and still are 
outside the market economy. Secondly, an economy whose product is growing 
rapidly requires and demands larger money balances, since income elasticity 
of money is normally higher than one.
With regard to the origin of the money supply, it has already been 
said that between 1972 and 1974 international reserves of foreign currency 
grew rapidly and came to represent 63% of the money supply while domestic 
credit contracted sharply, particularly because of the increase in public 
sector deposits in the Central Bank. Credit to the private sector, which 
grew moderately in 1972, increased by 23% in 1973 and 44% in 1974. The rate 
of growth of the money supply thus acquired momentum; from 12% in 1971 it 
rose to 19% in 1972, more than 28% in 1973 and nearly 44% in 1974 (see 
table 73).
/Table 74













ECUADOR: RELATION BETWEEN Tffii GROSS DOfESTIC PRODUCT AND MONEI SUPPLI 







































Sources: Central Bank, Technical Office and Office for Monetary Studies.
a/ Average money balances at the end of December of the corresponding year and at the end of the previous 
year./ .
b/ Figure corresponding to the money balance at the end of May.
/In  1975
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In 197.5 the rate of growth of money dropped as a result of: a decrease 
in the international money reserve, which was due to the balance of 
payments deficit, and a somewhat more than moderate:^increase in credit 
to the private sector. The jprior import deposits were re-established 
>in September 1975, and this caused a rise in the other liabilities of 
‘the money system. In 1976 Sidney increased by 38% owing to an upturn in 
the international money reserve-, once the growth of credit to the private 
sector had been moderated.
The increase in money in the first half of 1977 reached an annual 
rate of 44%, as a result of the surplus in the balance of payments, 
produced by the inflow of foreign credit. Latterly, this tendency was 
moderated, and. it is calculated that between the end of 1976 and 1977 
money supply increased by around 25%.
(b) The Central Bank and the private sector in the growth of money
The variations in money kept in step with the evolution of the monetary 
base (Central Bank money) but with a few differences. Up to 1972, the 
relation Was relatively close with a tendency;for the bank multiplier to 
decrease, dropping from 1.48 in 1968 to 1.23 in 1963 (see table 75). In 
1974 and 1975 the multiplier increased again, as a result of smaller 
increases in the monetary base, and remained at arouhd 1.50 in 1976 and 
1977.
In Spite of this, the,net credit of the banking system and the 
Central Bank tb the public sector does not really measure the magnitude 
of the monetary effect of the deficit in this sector. As,the Government 
has a large surplus in foreign currency and a deficit in national 
currency, the latter is covered by the sale of foreign currency to the 
Central Bank. This means that the increase in international reserves 
not offset by S reduction of net bank credit to the public sector is 





ECUADOR* MONETARY BASSE OF THE CENTRAL BANK AND THE BANK MULTIPLIER 
(M illions of sacres)
Table 75
'• • 1968 196? 1970 1971 1972 1973 1974 1975 1976 1977 May a/
Monetary base b/ 2 601 3073 4 021 4 388 5 423 7 604 9 545 10 193 15 076 15 182
Increase (percentage) (-) (18.1) (30 .8) (9*1) (23.6) (40,2) (25*5) (6 .8 ) (47.9) (45.2)
Other lia b ilitie s  c/ 536. 1 056 1 435 1 072 ; . 1 554 782 : 676 1 735 4 177A/ 3 998
Increase (percentage) ( -) (98.0) (35.9) t-25 .3) (45.0) (-49 .7 ) (-13 .6 ) (156.7) (140.5) (50.5)
Net external assets e/ 846 923 1 m 610 3 251 5 793 8 354 6  139 10 860 12 573
As percentage of the monetary base (26. 1) (21.8) (24.8) , ( 11. 0) (45.8) (67.7) (76.5) (48.7) (54.1) (63.2)
Net credit to the public sector 889 1 468 1 854 2 160 1 663 Í38 -895£/ -1 77$ -985 -3  751
Credit to commercial banks 100 106 128 52 65 108 402 76$ 1 439, 1 600
Credit to the National Development Bank 267 479 473 514 502 748 2 187 3  504 3 938 4 234
Credit to the private sector 712 825 1 094 1 154 1 056 1 057 1 406 2 178 3 265 3 244
Increase (percentage) (-) (15.9) (32.6) (5 .5 ) (-8.5.) ( - ) (33.0) (54.9) (49.9) (35.4)
Other net assets and lia b ilitie s  ^ - 323 328 528 970 440 542 -1 233 616 731 1280
Bank m ultiplier (relation of money 
to the monetary base) 1.48 1.42 1 .» 1.38 1*34 1*23 1.40 1.52 1.42 1,51
Sources* International Monetary Fond, S ta tis tica l O ffice, Cuadros Monetarios del Ecuador, and Central Bank, O ffice of Monetary Studies, 
a/ The increases are in relation to May 1976.
b/ Notes and coins in  circulation plus money deposits by the public and by the banks. .
c/ Mainly includes prior import deposits, monetary stabilization bonds and other lia b ilit ie s .
d/ Contains debt servicing deposits, mainly in favour of the public sector.
e/ Assets less short-term lia b ilitie s  on the exterior (including gold and SDRs).
f/ The minus sign ( - )  indicates that sector deposits are greater than sector cred it?.
_g/ L ia b ilities with international development agencies, allocation o f SDRs, adjustments for exchange devaluation, capital and reserves and assets and 
lia b ilit ie s  not classified .
1078
-  1079 -
Although there i s a  Iac&adequateaiideasily-obtained data to 
break down the budgets into their national apd foreign currency 
components, table 76 has estimated the fiscal earnings and espenditure 
accounted for by inflows and outflows of foreign exchange for 1972-1977. 
It may be seen that the Government generated a surplus of foreign . 
currency which increased from 90 million dollars in 1972 to 300 million 
in 1974 and 600 million in 1977. In view of the evolution of the fiscal 
deficit, a large proportion of.these annual surpluses must have been 
sold to the Central Bank, and constituted a factor of expansion through 
the increase in the net externa), assets of this. Bank and the 
international monetary reserve in the casé of the consolidated banking 
system.. :
Sable 76
BOTADOR» ESTXMUES OP fflVERNMBNT IRONS AND EXPEKDmHS IN FOREIGN CURRENCY
(Millions of dollars)
1972 1975 1974 v . 1975 1976 1977a/
1 . Income implying inflows of foreign
currency 58.1 142.4 398.8 421.3 471.8 487.3
2 . Imports by public sector 22.5 ' 31.3 72.5 128.4 156.1 187.1
3 . External servicing and international
qttota agreements ■ 7 .0 ,;'4¿8- 5 .3 - ■ 4.4 5 .5  5.6
4 . Disbursementa e f external loans 105.2 60.0 - 89*9 108.2 188.5 522.9 '-
5. Servicing of the extefnal debt 40»1 55.3   99.7 ’ 55.8 ' 49*6 206.9
6 . Surplus of foreign currency > i i - - H:- - ' ■”
generated by the publio sector ,C- -
(1-2-3+4-5) C 93.7 1114) 311.2 340.9 449.1 610.6
Source» Central Bank. S ta tis tica l O ffice. Fiscal Studies Office and información Estadística,
March 1978. 
a/ Preliminary figures.
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3. Inflation as a result of the disparities 
in- sectoral growth
The CEPAlif Survey for 1974,23/ indicated that in Ecuador there was 
a considerable imbalance between the rapidly growing modern sector and 
the backward or traditional sector which in practice has experienced 
very few changes of significance. This imbalance tended to generpt^ 
pressures on prices when the conditions of demand and supply among the 
different sectors were altered.
Stress was laid on that occasion on the importance of the relatively 
slow growth of the agricultural sector* and the supply of food. It should 
be recalled that between 1968-1970 and 1974-1976, agricultural production 
grew at an annual rate of only 3.7%. During the same period, production 
of goods, excluding petroleum, increased at an annual rate of 6.5% and 
the gross domestic product increased at an annual rate of nearly 10%.
It may be supposed that in an economy whose income around 1970 was as low 
as that of Ecuador, the income elasticity of the demand- for food would 
be relatively high, probably more than 0V7; .Consequently, the imbalance 
in the rates of growth must have produced inflationary pressure vis-a-vis 
the grbwth of the demand for food which supply could not satisfy.
However, in order to evaluate the inflationary tensions generated 
in this way, the variations in the supply of food in the country and 
not only the value added of the production of the agricultural sector 
must be considered. For this reason, and so as to obtain the supply of 
food at current prices, an attempt-..has beep made in table 77 to estimate 
the value of the gross production of agriculture plus marketing and transport 
costs either to the centres of consumption or export, by deducting the 
value of agricultural exports or the value of these inputs in the processed 
products and adding the value ofagricultural imports, plus transport 
and marketing costs.¿4/
23/ See CEPAL, Economic Survey of Latin America, 1974, op.cit., the 
section on recent inflation in Ecuador, pp. 145-156.
24/ The value of imports may overestimate their contribution to domestic 
supply, since international prices have been higher than domestic 




Tahle 77 ' '
ECUADOR: -Ë9TIMSÎË <F ME AVAHABIUTY OF FOCC
1. Gross production of agriculture, 
plus transport and-tnarfceting 1 
(m illions of sucresl
Plus:
2 . Exports o f ftjod; . .
(m illions of sucres)
Subtotal
Plus:
3 . imports of food, plus marketing 
and transport •1-J - : ”
(m illions of sucres) Total
4 . Domestic supply of food (1-2*3) 
(m illions of sodres)
5 . Domestic srçjply of food 
(m illions of snores at 1970 prices)
6 . Change (percentage)
7* Per capita change (percentage)
1970- 1971’ ’ 1972 1973 1974 1975' 1976
.16 ,$ 6  ;17  m  - 19 ; 9 »
5 801 3 164Î














12.& ? 13- 395-
12 897 12 4j03














2  201 , ;  2  210
26 015 * »  129
14 138 






..14 3 »  
,,-12*2 
-15.4
Source: Central Bank, department of Rational XceCunts.
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The food supply was deflated fey the food price index of the consumer 
price index and corrected by the growth of the population. The result 
was - except in 1973 and 1975 when there was an increase of some 
consideration of more than 10% in each case - that the availability of 
food in other years declined. Complementing this, if 1970 and 1976 are 
compared, it can be seen that the domestic per capita supply of food 
dropped by 8%.
Both the above analysis, and the earlier reference to the relative 
improvement in food prices, suggest that the hypothesis of the inflexible 
nature of agricultural production as an important factor in the inflationary 
process is a reasonable one, although it is not possible to make a 
quantitative link for each period between the increase in domestic prices 
and the changes in the .supply of food.
4. Stages in the evolution of finance and prices since 1972
After analysing the magnitude of the inflation and the factors which 
determined it, it is worth dividing the period after 1972 into stages, 
in order to sum up and demonstrate characteristics and changes in the 
main financial variables and their effects on the process of inflation 
and the balance of payments. This has been done in table 78, Four 
subperiods have been distinguished, although the direction and magnitude 
of the increase on reduction in a specific variable may have lasted for 
more than, one stage.
From the third quarter of 1972 to the first quarter of 1974 the 
great expansion of petroleum activity took place; there were also short­
term capital inflows. Owing to the lag in imports, the international 
monetary reserve increased substantially, and the growth rate of money supply 
rose from 19% in 1972 to 28% in 1973 and 44% in 1974. Following the 
moderate growth of fiscal expenditure in 1972, notable increases were 
recorded in 1973 (44%) and 1974 (71%). Credit to the private sector also 
expanded rapidly, linked to the growth in domestic demand and the government 
policy to stimulate the agricultural sector. Price increases accelerated 
from 9% in 1972 to 25% in 1974.
/Table 78
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Table 78
ECUADOR* STAGES Bt THE EVOLUTION' OF FINANCE AM) PRTCBS IK THE PETROLEUM SIA
Balance of payments
Fiscal expenditure 
(to ta l, current values)
jcredit to thé private 
.sector
Money supply
Third quarter 1972 to 
f ir s t  quarter 1974 
(1)
Strongly positive as a' 
reqult of petn^oua ex­
ports and inflows of 
shsrt-texm capital
Negative u  t result of -Positive owìngtò s ta b ili Surplus owing to exter* 
a drop in petroleum ex- ¡zation p f imports. Nor* nel debt 
ports. Increase in in- ̂ nalization of petroleun
ports and o titflcv o f 
short-tara capital
Moderate increase in 
1972 and very strong in  
1973‘and 1974 
(44$ and 71$)
between 1972 and 1974 
the inorease speeded up 
Cron 12 to 44$ annually
The inorease of 19$ in 
L972 beoans 29$ in 1973 
and 44$ in 1974
Second quarter 1974 to i Fourth quarter 1975 to i 
third quarter 1973 i fourth quarter 1976





to 1975 the growth 
Cropped to 35$
to 1975 the inorease: 
Croppedte 16$
Prices (deflated prices 
of the gross domestic 
product)
Acceleration of in - 
creases f ia t  9 to 29$ 
annually between 1972 
•and 1974
¡exports. Later, posi­
tiv e  owing to increases 
in  exports of coffee, 
jooeoa and external loans 
jat the end of the year
increase accentuated in 
1976 (31$)
to 1976 i t  dropped to 
51$, but the inorease 
ms stronger in the 
second and third quarter: 
>f 1976
In 1975 the inorease 
dropped to 12$
nightly smaller in­
urease in 1976 
[around.25$) ;
to 1977 the increase 
Cropped by around 20$
to 1976 money increased 
Sy 38$, Owing to the 
»lance-of-paynents sur- 
ilus and the expansion 
if credit to the 
privatejsector
to 1976, i t  dropped to 
less than 10$
Qw increase in money 
Cropped to approximate- 
Ly 25$ owing to  the 
goge moderate expansion 
if  credit and the mag­
nitude of the open 
rnrket operations of 
the Central Bank
to 1977 prices rose by 
11$
Source* Tables 27, 66 and 73.
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A second stage was contained betwéen the second quartet» of 1974 
and the third quarter of 1975. The position of the balance of payments 
worsened owing to a dfrop in exports of petroleum and the increase in 
imports together with an outflow of short-term capital. External monetary 
reserves fell, fiscal spending-increased moderately but credit to the 
private sector continued to expand at a fairly high rate. In the third 
quarter of 1975 corrective measures were adopted to re-establish the 
external balance. In 1975 the incrëasé in money was smaller and prices 
only rose by 12%.
A third period could be considered to be that between the fourth 
quarter of 1975 and the fourth quarter of 1976. The equilibrium of the 
balance of payments was re-established owing to the recovery of petroleum 
exports and the restraint placed on the growth of imports. Credit was 
relatively restricted and the same thing occurred with fiscal expenditure. 
Between the second and fourth quarters of 1976, however, fiscal expenditure 
began to expand again as did credit to the private sector. The balance 
of payments continued tp be positive not only because of developments in 
the previous months, but also because of the boom in cocoa prices and 
the flows of external loans. Although money grew more rapidly than the 
year before, the rate of inflation dropped to 10%.
In 1977 the increase in public spending dropped compared with the 
previous year and the balance of payments was stabilized by the considerable 
amount of external credits which it received. The rate of increase of 
credit to the private sector and of money dropped substantially; the 
latter was mainly due to the successful placing of monetary stabilization 
bonds in the open market. Prices rose by around 11%.
5. The anti-inflationary policies
During the period under analysis, following the beginning of petroleum 
exports, it was not possible to formulate wide-ranging integral stabilization 
programmes to reduce inflation. What was done was to apply selective 
policies in some areas of the economic system. Prominent among these were 
political measures aimed at increasing production especially of foods, as 
well as policies to expand the supply of imported goods and reduce their
/ c o s t s ,  p o lic ie s
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costs, policies which aimed at a better supply of consumer goods and tbe 
control of their, quality, and those intended to Orient the evolution ' 
of prices and wages. Activities undertaken in the fiscal and monetary 
fields were also important./ : ; '
(a) Stimulus to production - i r
The Government made substantial efforts'to encourage production in 
various sectors. In the context of industry, mention should be made of 
the Industrial Development Law, as well as the Law for the deveiopment 
of small-scale 'and artisan type industry, fisheries- and tourism, the 
features of which have already been described. At the ssone time, credit 
institutions have been developed for these sectors of production and an 
attempt has also been made for credit to be granted vinder more suitable 
conditions in terms of costs and time limits.
The Government has given particular attention to developing agricultural 
production since 1974. It wouid' be hard to deny "that these efforts had 
some success since sector production showed a notable improvement in the 
period 1973-1976. Inthiscontextj mention should be made of measures 
aimed at liberalizing import duties on machinery and inputs, such as - 
classified seeds, fertilizer^, insecticides and pesticides which are 
used by agriculture. At-the same timeV the Govèriùftènt has imported 
animals for breeding purposes with thé 6bj ect of stimulât ing the development 
of livestock-farming.
Price readjustments-were granted to stimulate the agricultural 
sector, particularly inr 1974; when there- were increases in such products 
as meat, milk, maize, wheat» pulses and sugar; the price of the -last- 
mentioned was later the object of furtherreadjustments.
Efforts were made to-achieve fair prices at the producer and consumer 
levels, an orderedimarketing system and an assurance of the quality of 
production. In this context, success has been somewhat limited, and the 
intervention agencies have proliferated.
The activities oir the Ministry of Apiculture and Livestock were 
also expanded through the National Institute for Agricultural and Livestock 
Research (INIAP) and the agricultural extension services so as to disseminate 
the technology and the most modem and suitable production systems for all 
types of crops, as far as the level of the rural workers.
/ I t  should
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It should be recalled that agricultural credit expanded substantially 
and increased ips share in total credit. A large part of the/capital 
formation of theIfeyelopraent Bank and the more substantial quantity of 
public resources which the Central Bank has placed at its disposition, 
have mainly gone into this activity. This was also the case of the 
resources of the Financial Funds mechanism, set up by the Central Bank 
in 1973. - . : . ,
(b) Exchange and external trade measures
With regard to exchange and external trade policy, the■inflationary 
effect of the 1970 devaluation and the stabilizing effects of maintaining 
the exchange rate at a fixed level in nominal terms as from that date has 
been felt. The export taxes introduced in 1970 were also anti-inflationary, 
and the same may be said of the increase in the tax on exports of coffee 
in 1977, Which was ap important-aid to fiscal income.
The policy which has been followed with regard to prior import 
deposits may have affected the level of imports, but probably it has done 
so to a greater extent because of its monetary -.implications. In 1973 
prior deposits were eliminated so as to reduce the excess of foreign 
currency by means of an increase in imports. This measure had two entirely 
opposite effects; on the one hand it increased liquidity aid its impact 
was inflationary; on the other, it liberalized imports and was a stabilizing 
measure. The tariff reductions which took place in the first quarter of 
1974 also, bad a double effect. In 1975 prior import deposits were re- 
extablished, which meant a restriction on money supply and an increase in 
the cost of the imports. This measure took the deficit position of the 
balance of payments more,into consideration than the monetary situation; 
howavar». it contributed to reducing the rate of inflation in that year 
and at the hegipiipg of 1976. Also in 1975 surcharges equivalent to 30% of. 
the CIF value were established on imports of the least essential goods.
The imposition of these duties aimed at reducing the demand for:imports, 
and although they were not fiscal in nature, they tended to reinforce; 
government earnings,
/The halving
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The: halving of the prior import deposits for the most essential 
goods contained in List 1, decreed at the beginning of 1877, however, 
does not seem to have been directed by conjunctüral requirements, but 
rather by considerations of a technical nature aiàed at the igradüàl 
elimination of a restriction which no longer appeared to be justified.
(c) Fiscal measures 5 i ‘ ...
The tax changes which have taken place during the period have only 
to a secondary extent been motivated by the desire to increase fiscal 
income. '
As far as expenditure is concerned, it is difficult to deny that 
the exceptional increase in spending contributed largely to aggravating 
the inflationaty process in 1973 and 1974. During the next few years, 
the increase in expenditure was slightly more moderate'» büt earnings » 
particularly domestic earnings, have not kept up with thè rate of increase 
which would have been required. Thegròwth of the fiscal deficit and 
how it was financed, especially in- 1976 and 1977, thtis had?effects on 
the monetary situation Similar to thosè observed in 1973 and 1974 as a 
result of petroleum earnings.
(d) Supplies, prices, subsidies and wagës
With regard to the regulation of supplies and prices, although* the 
organizations*established-during this period took action to restrain 
movements of a speculative nature, to some extent they lacked policy 
co-ordination, and this diminished the effectiveness of their results.
The General Office for Marketing and Enterprises, part of the 
Ministry of Agriculture and Livestock, is responsible for formulating 
policies on research, production and marketing. In addition, the National 
Enterprise of Vital Products (ENPROVIT) was set up in 1971, and the 
National Enterprise for. the Storage and Marketing of Agricultural Products 
(ENAC) in 1976. In 1973 the Office of the Superintendent of Prices was 
established, but it was done away with in 1977,whénvitspówérs were 
transferred to different ministries and units'.
ENAC is responsible for implementing wholesale marketing policies 
for agricultural products and inputs, and for promoting, orienting and 'y 
proposing these policies in co-ordination with the plans and programmes
/ f o r  the
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for the. economic development of Ecuador. ENPROVIT intervenes directly 
or indirectly in marketing through the sales and purchase of-essential 
products for human consumption» so as tp prevent and control speculation, 
illegal monopolies, hoarding and other causes of artificial and unfair 
increases in prices and shortages on the market.
Of these institutions, ENPROVIT has aroused least resistance, 
since what it does is establish and sell foodat prices lower than those 
to be seen in private establishments. It has experienced problems of 
supply or of too few establishments, especially in some places. ENAC 
and the Office of the Superintendent of Prices, however, which are most 
directly concerned with the interests of the intermediaries, have had 
more difficulties in their operation. ENAC has had to face up to relatively 
major marketing problems since it was founded. It suffers from lack 
of adequate technical staff and.this has been felt, particularly as it 
has been handling annual resources of more than two billion sucres.
Generally speaking, price regulation is definitely complex because 
the objectives are different at the level of the producer, who must 
be stimulated with remunerative prices, and the consumer for whoo maximum 
prices have to be set with the object of protecting his level of living.
The regulating agencies have also had to set import requirements 
and amounts. In so doing, as in marketing the surpluses of products,with 
excess yields, the various bureaucratic authorities have acted rather , 
slowly. There is no doubt, howeyer, that the major .imports, particularly 
wheat, milk, oil, barley and some other less Important products, or the 
occasional imports of rice, have contributed to a better supply of food.
Imports of wheat, milk, soya oil an<i, rice were strongly subsidized, as
were agricultural fertilizers.
Subsidies were also granted in 1974-1976 to the domestic production 
and export of rice, maize and cotton. Some products received subsidies 
through theJNftiqnal Development Bank or from ENAC.
From another angle, the fundamental importance of the implicit 
subsidies in maintaining the domestic prices of petroleum products at 
levels similar to those in force in the world market prior to 1-973 should • 
be recalled. '
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One of thè objectives of thè wages policy has" been that it should 
not contribute to an autcm&nus increase ih*' costs , and for this reason all 
readjustments of an automatic ttaturt'have been Rejected. Complementary 
to this, the central objective of thè inchéasés in minimum wages already 
mentioned was to re-establish' thè purchasing powerof the workers which 
had deteriorated Owing to price' increaées.' ■ " •-
(e) Monetary policy \
Numerous monetaiy policy measures have beén taken, many of them 
aimed at reducing inflationary pressures. In addition, monetary policy 
has pursued other objectivés, such as offsetting the ups and downs of 
the external sector and Stimulatfijg thè development of production.
(ij Ceiling- on portfolio holdings. An instrument of monetary policy 
which has Been used throughout the period has been thè ceiling on portfolio 
holdings placed on banking institutions. These regulations were introduced 
in August 1970, when a tiaximum fate of an aOcumulktive 3% per quarter 
was set On the expansion of credit opèrations by the banks.
In December Í973 a maximum expansion percentage on the credit 
operations of private bàriks was established for 1974. The portfolios of 
these institutions could not exceed 3% in the first quarter, 6% in the
second quarter, 9% in the third and 12% in the last-quarter, o& the basis
of thè actual portfolio balancés at 31 Decèmber of the year immediately 
preceding the date irir which this regulation was drawn up. In June 1974, 
the National Development Bahk was also subject to ceilings on portfolio 
holdings similar to those existing for thè private banks.
In June 1975 a number of credits for specific purposes were exempted
from these ceilings, particularly those favouring enterprises which could 
qualify for the benefits,of the, industrial and fisheries development laws.
In April 1976 new ceilingp were set at kp accumulative 1,5% per 
quarter; at the same time different operations connected with the financing 
of the agricultural, mining,, fisheries;, industrial and artisan sectors 
were exempted. In July 1976, new .exemptions were added and a year later 
new rates of expansion equal to an accumulative 3% per quarter were 
established.
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The growth of hanking credit has throughout the period.been much 
greater than that of the margins isjpospd by the ceilings. When thereare 
two different factors limiting thf expansion of credit* as .has been .the 
case in recent years in. Ecuador, theton^y,one which, is ,really effective 
in practice is that imposed by the legal rjeserve, Since more, th§n half . 
bank credit is outside the ceilings system, including the credit of the 
Financial Funds which benefits a broad range of production activities, 
the banks always have the possibility of providing, financing through such 
machinery as is not subject to ceilings, when the conditions of their, 
legal reserves so permit. At best, the ceilings system may reduce certain 
types of credit which could be considered less desirable. . .
(ii) Legal reserves. The Central Bank has actively used the.mechanism
of varying the percentage, of the legal reserve tp which the monetary 
liabilities of the banks aye subject.25/ . t .
In November 1974, in view of the monetary expansion and the rise 
in prices observed, the legal reserve increased from 30 to 35%. Later 
in April 1976 it dropped from 35 to 30%, and this decrease was in force 
until September of the same year, when a gradual propeds to rerestablish 
the 35% reserve was begun.
(iii) Central Bank credits. The direct credit operations, of the 
Central Bank with the banks and with the private sector have periodically, 
been fairly liberal or fairly restrictive. Credit to the. National Deyelopppnt 
Bank grew considerably in 1973, 1974 and 1975 in order to benefit agriculture 
and livestock. Over the next two years the expansion was more moderate.
25/ the time deposits of private baiiks are subject to a legal reserve
. of 20%* The National Development Bank is subject to a légal réserve i 
of 10% on all its deposits.. The. mutual benefit societies, which, 
tap Savings and providé foans to build houses, are subject to legal 
reserves of 15% on their savings and time deposits, when their 
total is less than 100.million sucrep, and 20% when phey exceed 
this .figure. The Housing iBank ofEcuador is subject to a legal 
reserve of 10% cash and-savings deposits and 8% on time deposits.
All deposits in foreign currency are subject to a legal, reserve 
of.15%.
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The.financing of the cemmercial banks also increased notably in 1974.
This financing had previously*always been very restricted« because the 
private banks in general have been unwilling: to resort to Central Bank 
ersdit. Its ,increase es from 1974 was associated with the Financial 
Funds, finaneing system already described, ,which was of a selective nature.
, Credit to the.private sector has been relatively important throughout 
the period. Between 1970 and .1973 it .was maintained at an annual level 
of approximately one billion sucres, but it increased considerably in 
1974, 1975 and 1976. Its growth dropped off inl977.
From mid-1975 to the.first quarter of 1976,in view of the deficit 
on balance of payments, Central Bank credit became somewhat restrictive* 
After the first.quarter of 1976 and up to the end of the year, Central 
Bank loans increased sharply and contributed to reviving the inflationary 
type pressures,,which had dropped to a minimum in April of ¡that year.
In the last part of 1976, .in view of the sharp increase in the international 
monetary reserve owing to fiscal financing ¿through external, loans, the 
credit, policy of the Central Bank was much more selective and moderate.
This situation prevailed until the end of 1977. *:
(iy^ O M n  market operations. The issuing institute began to place 
monetary stabilisation bonds in 1972cSo as to absorb excesses of liquidity. 
The operations came to be fairly important in 1973, but declined in 1974, 
increasing in 1975 but to an unimportant extent. At the end of 1976 
the measure was adopted of issuing maturity bonds of up to 30 days and 
very active propaganda was introduced in order to place them.. In 1977 too, 
the Central. Bank began to sell bank acceptances on the open market. These
two types pf operation meant in 1977 an absorption of liquidity^ of more
than li,lQQ) million sucres, equivalent:-,to around 5% of the money supply .
(v) The rate of interest. The interestrate has not been used by
the Central Bank as an instrument of monetary control. During the period
under review, the tax system on bank credit was simplified with the 
establishment of a,single annual 1% rate. At the beginning of 1975 
modifications were made in the different rates of interest for assets 
and liabilities, both of the issuing institute, and the commercial banks and
/o th e r  c re d it
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other credit institutions. Theobjectof this decision wâs toStandarizë 
them, make them moim consistent and tb determine guidelines for granting 
credit to some sectors and Co a leôsér extent to others*-
In 1976»in order to induce the banks to provide longer-term financing, 
the credit institutions were empowered to collect commissions ranging 
from 2 to 4% in addition to the maximum rates of interest authorized^ which 
could be collected on credit with a term of more than three years. This 
measure has; however, given poor results.
(vi) Controlling external indebtedness. In 1973 taxes were introduced 
on obtaining credits abroad, with the object of avoiding the inflow of 
foreign currency taking place as a result of the entry of short-term 
capital. This measure was amended in 1975, removing the taxes on longer- 
term credit in view of the weakness of the balance of payments at that 1 
moment. At that time an External Credit Committee was set up, which 
.functioned until 1976. As from-then, when a situation of substantial 1
indebtedness with the exterior was deliberately started, control of external 
credit has been exclusively in the hands of the Monetary Board and the 
Ministry of Finance. 30 ndd-1977, the Government decided that'the 
indebtedness of public sector institutions abroad should be earmarked 
exclusively for financing imports, in order to reduce its inflationary * 
impact.
(vii) Foreign exchange operations on the free market. When the 
Central Bank began operations in the free foreign currency market, its 
purchases had the effect of increasing the means of payment* Later, the ’ 
situation was reversed, and during 1974 the Bank was a net seller of 
foreign currency. Sales came to a standstill when in the second half Of 
1974 the international monetary reserve began to décliné and the official 
exchange rate increased substantially byaround 10%. In August 1976,
the Central Bank was once again authorized to operate on the free market, ■: 
but at exchange rates fixed periodically by the market and similar to 
those in force in the commercial banks and the money exchange offices. ~
Up to mid-1977, sales of foreign currency in this market were an important 
factor in the absorption of liquidity.
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:(viii) Financial progranming. In recent times the Central Bank has 
prepared financialprogrammes, setting itself certain targets for the 
growth of the main monetary variables. For this purpose, the expected 
rates of growth of the real product and calculated rates of increase in 
prices have been considered. Parallel to this, using estimates of the 
variations in the international monetary reserve and the financing 
requirements of the public and private sectors; the corresponding targets 
have been set in the form of projections of monetary tables. At the end 
of 1975 the monetary programme was officially adopted; however, several 
of the monetary aggregates showed a different evolution from that anticipated. 
In 1977 another programme was prepared without official approval; the 
results achieved were close to the projections. .
6. Some distortions stemming from inflation
One of the characteristics of any inflationary process is that the 
price increases throughout the economy are not of equal intensity, and 
consequently in the course of the process there are changes in the relative 
prices which influence the distribution of income and the allocation of 
the resources of production. The problem is aggravated when the authorities 
fix or stabilize certain prices which they consider to be of key value, 
precisely to reduce the rate of inflation. In many cases the desired 
objectives are achieved, but other effects are produced which are harmful 
for the development of the economy.
The most evident distortions, produced by the. recent inflation took 
place in the rate of interest, the exchange rate, in wages and in some 
key prices.
(a) The rate,of interest ;
In view of the inflation which has existed in recent years, the 
nominal annual 15% rate.of interest.onqredit implies in practice a real 
annual rate of interest of approximately 2.5%. This is certainly much 
lower than the alternative social cost of capital in Ecuador.
A partial advantage of this distortion is that it reproduces cost 
pressures, although the stabilizing importance of this factor may have 
been somewhat exaggerated. However, very low or negative real rates of
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interest diminish the supply of savings which goes to the financial markets, 
and therefore makes the strengthening and expansion of thesemarkets 
difficult and creates a serious, obstacle to the medium- and long-term 
financing which the development pf th%economy- requires* Furthermore, 
in the case of Ecuador, while the nominal domestic rate of interest is 
higher than the external rate, there is an inducement to seek more financing 
abroad while there are reasonable expectations that the exchange rate 
will not change. . .
The low rate of real interest tends to stimulate the use of labour- 
saving processes or techniques, i.e., more capital-intensive techniques.
This obviously is not in keeping with the type of resources which Ecuador 
posseses. This trend is aggravated by the fact that the laws of promotion 
reduce or exempt from custom duties inports of equipment and machinery 
and establish tax reductions on Investment. Employment, however, is 
directly affected by social security contributions.
(b) The exchange rate
The increasing over-valuation of the sucre, as a result of an • 
inflation which'is more accentuated in Ecuador than in the countries with 
which.-it trades, and the maintenance of a fixed exchange rate with- 
respect to the dollar for seven yeabs, were commented upon above. This 
has not meant the generation of external disequilibria in the face of the 
magnitude of petroleum exports, the favourable prices of coffee and cocoa, 
and the large inflow of capital in 1976 and 1977. The weakness of the 
current account, however, has becoma evident, especially in the last year 
considered* •
This distortion, which motivates imports and discourages exports, 
does not favour the development of the economy in the long-term. It- 
makes it especially difficult for the country to obtain the profits 
corresponding to it ih the regional integration processes, since tHte only 
defence and the main stimulus of Ecuador's producers will possibly be 
the exchange rate. The over-valuation of the sucre on the other hand tends 
to favour those industrial activities which use a larger proportion of 
imported inputs.
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(c) Prices of some fundamental goods and services
The prices which have turned out to be most distorted by inflation 
are those of numerous important foodstuffs, public services (transport, 
electricity) and petroleum products, in the last two instances adversely 
affecting the growth of government income in direct form.
Where the prices of goods produced by the private sector are 
concerned, the distortions have cut down supply. In the case of State 
goods and services, the question which, should be asked is which produces 
greater social profit -. a sucre shallowed up in the sale of low-cost 
transport, or the same sucre expended on public works or education, 
housing or health.
Furthermore for the prices of petroleum products, it should be . 
mentioned that their stability has contributed not only, to an excess of 
domestic consumption but also to contraband, towards border countries, 
which at the same time has an adverse effect on the development of other 
alternative energy sources, particularly hydroelectricity.
It is true that the maintenance of the distortions indicated has 
influenced the fact that price increases have been less than, they might 
have been, but it is not evident that this offsets what has been lost, in 
terms, of development and social .growth. On the other hand, when the 
distortions last for a long time.and especially if they continue to increase, 
it is very probable that, the, day will come in which the readjustment will 
be inevitable and then the effects which it has been hoped to avoid may 
manifest themselves in a more extreme form.
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'• Some results; and .a- comparison with targets
The1 oil-produciiig years bave brought many benefits to Ecuador. Por 
more than five years thè country has enjoyed economic growth'rates much 
higher than the historical treftd and much higher than those of similar 
countries; and a substantial tìLéé ih its investment coefficients. This 
has made'possible the ekpahsióh and mòdeWhizatìon òf many séctors of the 
Ecuadorian ecotiomy, the growth of ah entrepreneur class and the spread of 
greater technical knowledge ànssng part of its working population.
Rapid development in some sectors of the economy - manufacturing, 
construction, public services; commerce and finànce - has considerably 
increased the proportion of the population belonging to the middle classes, 
and strengthened their ecófiòmìc po&er.
Ecuador appeared, particularly in 1973 and 197è, to have overcome 
for a substantial period, the limiting factor of its importing Capacity, 
which acted as k brake on development. However, the economic system 
adjusted very quickly to the new lève! of inflows 6f foreign currency; and 
if items Other thati petroleum (coffee, cocoa and external credits) had not 1 
reinforced them, more serious imbalances would probably have arisen in the 
external sector, and this would have cut back the growth rates. This 
points to the vulnerability of this Sector, and to the fact that, if upward 
trends .do not continue, the former balatnce-of-payments problems which plaguéd 
the country until about five years' ago might re-èmerge.
At all events, the economy has managed to remain an open one, and the 
temporary limitations on imports which were imposed in 1975 had no perceptible 
effect on the functioning, or the expansion of the economy.
Businessmen, government officials, economists and, one might say, 
most Ecuadorians, are optimistic concerning the future of the country.
Negative elements which have emerged recently are disparities in growth 
as between different regions; a falling behind of agricultural output, 
notwithstanding satisfactory results between 1974 and 1976; inflation, 
leading to distortions in the price systems ; the type of industrial
IV. EVALUATIONAND PROSPECTS . >
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development, which is excessively capital-intensive and highly dependent 
on imported, inputs.; and the fact that the poorest social strata did not 
share sufficiently in the spectacular rise in incomes, together with the 
very slow decline in the numbers of marginal members of society and disguised 
unemployment.
The year 1977 was the last of the. five covered-fey the Integrated 
Change and Development Plan drawn-up by-the Planning Board. It has already 
been, seen that industrial development approximated to the plan targets. On 
the other hand, there were more limited efforts in the programmes of agrarian 
and tax reform and towards the objective of social transformation, a reduction 
in the numbers of marginal members: of society and the redistribution of 
incomes * ■ • . • , ' - . ,
The rate of increase in gross domestic product between 1973 and 1975 
was 15% higher than planned; gross investment and public investment .were 13% 
and 9% higher than the plan targets respectively*
. In contrast; performance in petroleum production fell well short of 
the goals of the Plan. Whereas it was hoped that.production would rise from 
92 to about 147 million barrels a year between 1973 and*1977, it fell in 
fact from 76'to 67 million barrels. The plan-projections were for an 
increase in production of 400,000 barrels a day* which.would have required 
substantial additional investment in the industry. However, in 1974, for 
reasons of conservation, extraction, was. limited to a maximum of 210,000 barrels 
a day. In addition, as- a result of. ¡a : considerable rise in domestic 
consumption, exportable balances fell from 59 to 42 million barrels a year 
between 1973 and 1977, whereas the Plan provided for an increase from 86 to,
129 million barrels. Nevertheless, inflows of foreign currency were offset 
by the rise in the price of petroleum from the end of 1973.
In the field of health; progress was made between 1970 and 1975 in 
reducing diseases such as diphtheria, poliomyelitis, tetanus, malaria and 
rabies, but high incidence rates persisted, for tuberculosis, typhoid, 
dysentery and other diarrhoeal diseases, The construction programme, for 
hospitals and health centres has been making satisfactory progress.
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■ 2, Policies and problems
The results obtained artd the policies followed in Ecuadoran recent 
years make'it legitimate to^ask what other‘solutions might hâve been 
adopted to eliminate or alleviate-some'bf the problems,-imbalances and 
distortions which have appeared in Ecuadorian growth and which still hang 
over the countryrs future development.
It should be remembered that the sudden ownership of a large amount; 
of foreign currency removes two fundamental obstacles to development? ^the. 
external deficit and*the shortfall in savings. As has been seen, this ■ 
happened in Ecuador; But this dóeè not improve the absorption capacity, a 
term encompassing a number of factors which represent hindrances to the 
efficient use of resources in productive economic activity. These include 
the absence of elements which work in support of Capital, such as 
entrepreneurial capacity, technical knowledge, skilled Workers and sound 
administration. Overcoming this obstacle is a very slow process, although 
the insefficiency of some of its components can be dealt With more quickly 
through judicious imports of goods or technology.
(a) The magnitude of growth and the type of growth
One solution which'might have avoided tensions and distortions would 
have been' an attempt to achieve more moderate growth, lower in particular- 
than the growth which occurred in 1973 And 1974, which in the longer term 
was practically impossible to sus tain. This would have involved a smaller 
increase in publxc éxpenditiire and, perhaps, the financing of local 
expenditure using only the counterpart of the additional imports needed 
for the ’’sustainable growth rate**, plus prudent accumulation of foreign 
currency in the Central Bank/ This would have reduced the net - indebtedness.' 
of the Government to- thé Central Bank still further, or limited the rate 
of extraction of petroleum - which did happen in part starting in 1974.
Another possibility was increaked taxation of non^petroleum activities 
especially since government expenditure was of great importance in the 
development of thè other sectors of thé economy, and since the relative loss 
of petroleum revenues in recent years has been increasing the fiscal deficit
' . /Nevertheless, a
-  1099 -
Nevertheless, a reduction ih public expenditure was in fact difficult 
to justify in view bfthe enormousproblems which the country faced. At the 
àame time; there was a great deal Of public and also private expenditure 
which could hàvevfeeeh E d u c e d  Or redirectëâ - gehèfàlly unnecessary ór 
deferrable expenditure which benèfitëd the sectors with high or medium-high 
incomes. ■■■*' "<"■ -
From another more general angle, the dileritaafacing Ecuador, like 
many other Latin American countries*' is whetfier 'ècòtibmie development will 
follow a traditional diodel ih Whichitis hoped that economic improvements 
will be gradually passed on to the iower-income groups, or whether more 
fundamental Reforms in thé phttèrns'of distribution will be introduced from 
the outset.
Even if the growth model adopted is the one Which has applied so far 
- the first of the above alternatives - "thé facts show5'that if the benefits 
of such growth are to be distributed mòre equitably, measures muât be takeri 
to ensure that public investment and expenditüre, ând their financing, are 
so structured as to provide proportionally more benefits tó the less well-off 
social5 groups. - 1 *
(b)‘ Essential strengthening Of the external sector
If the Country is to be-able to-maintain’eConanic growths rates 
similar to those'achieved in recent years, its external sector must be 
strengthened. A feàliëtic exchange rate policy which takes'into account 
certain observations made previously must play a fundamental rôle;
It has already been pointed out that in 1974 it appeared that thè 
limitations which thé external sector imposed ori development had disappeared 
for some time. However, the balance-of-payments weaknesses which bégan to 
emergein 1975 have become more evident in recent yearé. The improvement 
observed in 1976 reflected to a-large extent passing circumstances due to 
the boom on the international «>ffeé market and'also^ the record exports of 
cocoa products. However, the balance-of-payments surpluses of 1976 and 1977 
were made possible only at the price of substantial external borrowing.
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Expansion of oil production >a&d. exploitation of natural gas appear 
to be essential for strengthening the.external sector, and also for carrying 
out the most important industrial development projects planned by the country. 
This raises difficult policy problems, since it is necessary to reconcile 
the clear desire of the authorities to-maintain and consolidate control 
over this basic natural resource with the urgent need to secure capital 
and technology for efficient exploitation. ; ......
Within , the same context proper importance must be attached to the , 
borrowing policy. Ecuador used to follow a very conservative policy, and 
up to 1976 was a country, with a fairly wide borrowing margin, whatever the ; 
variable with which the total debt and debt servicing was compared. From 
the end of 1976 and during 1977 the Government’s policy changed considerably. 
Various loans have been arranged, principally from United States and 
European banking consortiums, with repayment periods of up to seven;years, 
in some cases with grace periods of up t o  two years, and with a variable 
interest rate based on LIBOR, plus a surcharge which has fluctuated between 
1.25 and 1.75% a year.
Extensive, indiscriminate borrowing to finance all kinds of projects 
without very careful consideration of the terms can lead to serious.problems 
in the future, especially if exports do not tend to expand more quickly. 
Restraining imports is extraordinarily difficult in a country which is 
adapting to new levels, particularly as.industry and employment have come 
to depend greatly, on imports of. raw materials, machinery and spare parts.
What can be; restrained in this area are luxury consumer goods imports, but 
these do not account for much expenditure of foreign exchange;in relation to 
total expenditure.
, As far as external credits are concerned, the use made of the resources 
obtained by thp country must be evaluated with great care.. Investment 
financed in this way should produce clear social, benefits and should as far 
a? possible lead to the generation or saving of foreign exchange, which can 
be used to service the debt> Likewise, it is not desirable that external 
credits should be a substitute for insufficient domestic taxation.
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(c) Income distribution*and* employment
.It appears essential to,define and adopt a co-ordinated set of measures 
to permit improyement rof ,the distribution of income. In the first instance, 
it is necessary to stimulate economic activities which create or generate 
more- employment. One of the reasons for the great differences in income 
distribution is the existence of a large number of workers with minimal 
marginal productivity.
The same purpose would be served £y, a policy to improve and train 
manpower, in other wprds, ,to train the human resources which are essential 
to galvanize the development prooees., In this regard the relatively low 
priority given by official policy to the development of primary education, 
as compared with secondary oi hfgher education, has already been discussed. 
According to data published by PREALC, more than half the school population 
in the rural se.ctorabandon their studies after the first year, and only 22% 
of entrants complete the courses. In the urban sector, drop-outs were 
rather fewer,:-but, at. all,eyen’ts,the cpin?ses were completed by about 65% of 
the entrants. There is also a great shortage of teachers for primary 
education;.,in many of the country’s schools a sole teacher has to teach 
all six levels of instruction. , In addition, for the purposes of training it 
wopld be desirably, to set.up technical, vocational and handicraft schools 
to follow primary education, with the aim of training the skilled workers 
who are clearly both badly needed;and, scarce* .
An important instrunjent for contributing to the advancement of the 
poorest groups is action by,the ppblic sector. As. has already been seen, 
it would seem desirable to increase the revenue of the public sector, 
particularly the taxes which are collected.in local currency, especially as 
there are many productive Mid financial activities which are inadequately 
taxed. Furthermore, the improvement of fiscal revenues would help to 
strengthen the balance, of payments* reduce inflationary pressures and promote 
public works and economic infrastructure which are essential for the economic 
development of the cQurtxy. Sipce tqxes are basically paid by the sectors 
which are not excluded from economic activity, a rise in the domestic revenue 
of the public sector and some redirection of expenditure in order to give 
more benefit to the marginal sectors should be an important element in ensurin 
that more of the benefits of economic development reach the lower-income 
sectors.
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In order to give an idea of the Government’s plans for the figure, 
it seems desirable to indicate in outline thé investment which is planned, 
since the new Development Plan is stiir being prepared.
The investment projects in various stages of study and preparation, 
corresponding mainly to public sector investment, Will cost- a total bf 
about 6,500 million dollars. They are to be financed using about
3,500 million dollars of external resources, and full co-operation is hoped 
for from multilateral international credit institutions and private' bodies.
The biggest part of the programme (32%) représents investmént in the 
petroleum sector. It is followed by electricity, with 23%, and agriculture 
with something under 15%. Industry and transport will each receive 12%, and 
the remaining sectors, such as tourism, telecommunications, health, 
education, urban development and water supply, will receive smaller shafés.
In agriculture there are to be projects' for irrigation, rural 
development, drainage, forestry development and programmes for oil seeds 
and cocoa.
In the petroleum sector, about three quarters of the plànnéd investment 
is scheduled for the petrochemicals complex. A considerable increase is 
planned in investment to increase production of petroleum - which is essentia) 
for the petrochemicals project - and for the completion of the EsmeraldâS 
sea terminal, a gas plant in Shushufindi, two multipurpose pipelines to 
carry by-products from Shushufindi and Esroeraldas to Quito, a refinery in 
Oriente region, other multipurpose pipelines to carry refined products to 
Guayaquil and Cuenca, and an ammonium-méthanol plant. j
Of interest in the industrial sectors are projects for the motor 
vehicle industry, naval dockyards, the expansion of cement production, 
investment in agro-industries and an integrated iron project. - :
The energy sector includes the Toachi project, still under considefatior 
and the Coca project, whose estimated cost is 800 million dollars. It is 
also planned t6 set up a national transmission system, and investment in 
rural electricity supply is projected.
3 . Planned investment projects? *
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As far as transport ,is concerned, at least half of the planned 
investment is to be used to improve road transport, and almost half 
- nearly 400 million dollars *■ for the construction of two new airports 
in Quito and Guayaquil.
In the health sector, most of the investment is destined for regional 
hospitals in various urban centres in.the provinces.
The programme is undoubtedly ambitious. Of fundamental importance 
in drawing it up was the progress recorded in recent years in thè analysis, 
study, preparation and evaluation of investment projects, especially the 
efforts of the Planning Board and such bodies as CENDES and FONAPRE.
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Year Population Growth rate
195° . 3 224.5 -  .
1951 ' 3316 .5  2 .8
1952 . 3 412.1 2 .9 .
195? . 3 511.4 2.9
1954 ' 3 614.6 2 .9 '
1955 -•*. . 3,721.9 .3.0
1956 , , 3 833.3 3.0
1957 ' 3 949.2 3.0
1958 4 069.6 3.0
1959 4 194.9 3.1
1960 4 325.2 3.1
1961 4 460.8 3.1
1962 4 601.9 3.2
1963 4 748.7 3.2
1964 4 901.6 3.2
1965 5 060.7 3.2
1966 5 226.5 3.3
1967 5 399.1 3.3
1968 5 579*0 3.3
I960 5 766.4 3.4
1970 5 961.7 3.4
1971 6 165.3 3.4
1972 6 377.6 3.4
1973 6 599.0 3.5
1974 6 830.0 3.5
1975 ? 090.0 3.2
1976 7  316.9 3.2
Source* National Planning Board, 
a/ This table is  a source ior table 10.
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ECUADOR: DEMOGRAPHIC INDICATORS
195b 1955 I960 1965 1970 1975S/
Total population (percentages) 100,0 100.0 1Q0J0 100.0 100.0 100.0
Males 49.9 50.0 50.1 50.2 50.3 50.3
Females 50.1 50.0 49.9 49.8 49.7 49.7
Total population (percentage) 100.0 100.0 100.0 100.0 100.0 100.0
0 -  4 years 17.5 18.0 18.7 18.6 18.6 17.8
5 - 1 4  years 25.8 26.3 26.7 27.6 28.0 28.3
1 5 -  64 years 55.2 53.0 52.0 51.3 50.8 51.2
Over 64 3.5 2.7 2 .6 2.5 2.6 2 .7
Nisaber of males for every 100 females 99.6 99-9 100.3 100.7 101.0 101.3.
Average age (years) 18.3 17.8 17.3 16.9 16.6 16.8
Percentage of urban population 28.4 31.3 33.7 36.4 38.7 41.6
Density per kn? 11.0 13.0 15.0 18.0 21.0 25.0
1950-1955 1955-1960 1960-19® 1965-1970 1970-19»
Birth rate (percentages) 46.0 46.6 45.4 44.6 41.8
Death rate (percentages) 18.5 - 15.3 12.9 11.0 9.5
Life expectancy (years) 47.2 51.0 54.2 57.2 59.6
Males k5*6 49.6 52.9 55.8 56.2
Females 48.7 52.5 55.7 58.7 61.2
Sources: United Nations Secretariat, Department of Economic and Social A ffairs, Population Division, Selected 
World Demographic Jfaiicators, by country , 1950-2000, May 1975; World Bank, Current Economic Position 
and Prospects of Ecuador, December 1976»
s j This table is  a source for table 10. 
b/ Estimates*
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Table 81*/
ECUADOR: ECÛNOrŒCAUï ACTIVE POPULATION Bï SECTOR Cf ECONOMIC ACTIVZEX
(Thousands)
1968 1969 1970 1971 1972 1973 1974 1975 1976
Agriculture, forestry, 
hunting and fishing 867 875 883 890 897 903 909 913 918
Mining and (parrying 5 5 5 5 5 6 6 6 6
Manufacturing 219 230 2kl 255 265 277 290 . 304 318
E lectricity , gas and eater 6 6 5 6 6 6 6 6 6
Construction 51 55 60 . 65 70 76 82 89 96
Commerce 160 169 178 187 197 207 a 7 229 240
Transport, storage and 
communications 53 53 54 54 55 56 57 58 60
Sendees 235 25k 276 300 325 353 383 415
Population employed 1 594 1 647 1 702 1 760 1 820 1 884 1 950 2 020 2 093
Unemployment 59 61 63 65 66 70 73 76 78
Economically active 
population 1 653 1 708 1 765 1 825 1 888 1 95k 2 023 2 096 2 171
Source: Household surveys and population and housing censuses, processed by the Planning Board, 




ECUADOR; TOTAL SUPPLÏ AND DEMAND 
(Millions of sacres at 1970 prices)
1968 1969 1970 1971 1972 1973 1974 1975 1976 1977
Total supply 39 363 40 328 40 941 to 066. 53 015 66 249 68 740 73 855 79 506
Gross domestic 
product 31 434 32 7*01 34 275 to 998 38 507 45 705 53 748 55 560 60 977 64 873
Imports of goods 
and services 7 929 ? 627 6 666 7 300 6 559 7 310 12 501 13 180 12 878 14 633
Total demand 39 363 40 328 to 941 43 298 45 066 53 015 66 249 68 740 73 855 79 506
Final consumption 28 099 29 651 a  365 34 540 38 956 to 887 46 372 49 832
O fficial entities 4 135 3981 4 » 0 5 310 5 622 5 466 6 090 5 963
Households and 
private non-profit 
entities 23 964 25 670 27 035 29 230 33 334 37 4a 40 283 43 869
Gross capital 
formation 7 721 8 793 7 371 9 204 12 245 14 299 13 575 16 175
Private sector 5 934 6 373 5 531 6 149 7 868 9 425 8 499 10 910
Public sector 1 787 2 too 1 840 3 055 4 377 4 874 5 076 5 265
Gross fixed capital 
formation 5 211 7 795 6 892 7 772 9 976 12 485 11 734 14 068
Construction 3 065 4 875 3 544 4 359 5 990 6284 6 768 7 020
Machinery and 
equipment 2 001 2786 2 879 2 967 3 689 5 867 4 748 6 815
Livestock for 
breeding 145 134 469 446 297 334 218 233
Changes in stocks 2 510 998 479 1 432 2 269 1 814 1 841 2 107
Exports of goods 
and services 6 026 5 695 5 121 4 854 6 330 9 271 15 048 11 554 13 908 13 499
Source; Central Bank, Cuentas Nacionales del Ecuador, revised in February 197%. 
aj This table is  a source for table 38.
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Gross domestic product at 
current prices (millions of 
sucres)
Gross domestic product at 
1970 prices (millions of 
sucres)
Dnplicit GDP deflator 
(1970=100)
Annual percentage increase 
in the implicit deflator
Constmer price index 
(1970=100)
Annual percentage increase 
in the consumer price index
Implicit GDP deflator in the 
United States (1970=100)
; Table 83^
ECUADOR! GROSS DOMESTIC PRODUCT AT CURRENT PRICES AND AT 1970 PRICES
1965 1966 1967 1968 1969 1970 1971 1972 1973 197# 1975 1976 1977b/
20 146 22 851 25 470 27 379 29 921 34 275 40 247 47 102 63 575 95 585 108 246 130 183 153 812
25 762 27 853 30 035 31 434 32 701 34 275 »  998 38 50? , 45 705 53 750 55 560 60 977 64 873
78.2 82.1 84.8 87.1 91-5 100.0 111.8 122.3 159.1 174.1 194.8 213.5 237.1
' '
5.0 3.3 2.7 5.1 9.3 12.8 9.4 13.7 25.2 11.9 9.6 n.l
80.0 83.0 87.0 90.0 95.0 100.0 109.0 1Í8.0 132.0 163.0 187.0 207.0 234.0 «
4.3 3.7 4.8 3.0 5.2 5.6 9.4 7.8 12.3 23.3 14.5 10.5 13.0
81.3 64.0 86.5 90.4 94.9 100.0 105.1 109.4 115.8 127-4 139.3 146.4 151.3
Sources; Central Ban!:, Cuentas nacionales, revised in February 1978; and International Monetary Fund, International Financial S ta tistics, various issues.




TWO STUDIES ON INTERNATIONAL ECONOMIC RELATIONS 
MAJOR CHANGES AND TRENDS IN WOW.D/TRADE »i THE 1970s
I. T^E NEW PATTERN OF WORLD-EXPORTS
; In the 1970s profound changes have -taken place in world trade, with 
sharps fluctuations and a widespread upwards trend in prices. The three 
years from 1973 to 197Sl were, the period of greatest dynamism, with the 
value of world exports rising at extremaly jhigh rates, reaching 60% in 1973 
:;and 47% in -1974* end then dropping to pnly,3% in 1975. In the following 
two years there-was a return to relative normality, but trade did,not resume 
theipattern. it possessed at the beginning ,of the period.
These changes were caused fundamentally by changes in the unit 
values of exports. The decision-of the OPEC member countries to quintuple 
the price of petroleum between 1972 and 197U signified a major, modification 
of world trade and also affected the prices, .of the exports of the other 
economic groups , a situation which continued until 1975, and profoundly
altered world trade flows, ......
The share of the exports of developing-countries - including those 
belonging to the Organisation of Petroleum-Exporting Countries (OPEC), - 
in total exports rose;from an average 18% in 1970-1972 to 26% in 1974, 
subsequently stabilizing at around.24%. This increase took place at the 
expense of the industrialized marketreconomy countries, whose share dropped 
from 71% to 64% between 1970-1972 and 1977.
: This upheaval in the pattern p f  growth of the value of .world exports 
entailed the transfer of vast resources from the industrialized market 
economies primarily to theOPEC countries» However, this transfer in turn 
led.to the growth of a vigorpusOPECmarket for the industrialized countries 
and. for the other developing economies, with a consequent growth of exports 
from those $wo,groups tp.the OPEC countries* The so-called petrodollars
■ V. Part, Four r.
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actually had an expansionary effect on world trade, which may be attributed 
not only to OPEC but also to the countries which received some of those 
resources through international bank credits. J
Reciprocal trade flows between the industrialized market economies 
tended to decline in this period, mainly because of the contraction of 
the North American market for exports from the European Economic Community 
(EEC) and Japan. On the other hand, European intra-regional trade remained 
at the same level and Japan slightly increased its exports to Europe.
The relative decline in reciprocal tradeamong the industrialized 
market economiés was partially offset by the growth of their exports to1 
the periphery, which rose from 18.5% between 1970 and 1972 to 23% in 1977, 
largely due to the growth of imports bÿ the 0PÊC countries.
The exports of the developing countries - excluding members of OPEC - 
to the industrialized market economies dropped from slightly over 70% 
between 1970 and 1972 to roughly 67% in 1977. On the other hand, their 
reciprocal trade remained at the same lével and théir trade with the OPEC 
countries more than doubled. Latin American intra-regional trade ròse 
from 18% to 20% during that period.
Significant changes may also be found in trade flows. The 
industrialized market economies have been incrèasihg their relative share 
of world exports of food and materials, and reducing their corresponding 
share of manufactures. In contrast, the developing économies’ are playing 
a smaller part in the supply of the former type Of goods and ah increasingly 
large part in that of' manufactures, whidh reflects their rising level of 
industrialization. This trend is all the more important if it iá considered 
that world exports of manufactures at constant prices grew at an annual - 
average rate of approximately 7% în thé period 1970-1975.
Exports of manufactures aré of great importance for the periphery 
in sustaining their capacity to import. The relative weight of these 
esqports increased from roughly 19% between 1970 and 1972 to almost 28% in 
1975 and, according to preliminary estimates, 31% in 1977. This trend 
has become generalized, and the deep changes which have taken place in the 
structure of exports of the periphery have occurred equally strongly in 
the Latin American economies, whose exports of manufactures rose from 13% 
in 1970-1973 to 23% in 1975. /with regard
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With regard to trade between the industrialized market economies and 
the developing countries, the importance of exports of manufactures is 
different for each of the two groups. For the first group, exports of 
manufactures to the developing countries grew more rapidly than those of 
their reciprocal trade. On the other hand, in the developing countries 
exports of manufactures grew more vigorously in trade among themselves than 
with the industrialized market economies. Two factors help to explain this 
trend. ]
Firstly, the recession which hit the central economies from 1975 
onwards slowed their rate of growth and consequently their' imports.
Secondly, and this point must be stressed for a sound appraisal of 
the possibilities open to exports from the periphery, an important role 
was played by the barriers raised by the central economies to protect 
themselves against the exports of the developing economies. During the 
presente decade, whenever exports of specific manufactures have been successful, 
particularly in the case of traditional products such as textiles, food and 
leather manufactures, protectionist trends have appeared. The. central 
countries feared that Such exports would affect some of their domestic 
productive sectors or worsen their unemployment or halance-of-paymehts 
problems.
However, the application of defensive measures and the current attempt 
to reach agreements whereby the developing economies would voluntarily restrict 
the growth of seme exports can represent nothing more than a short-term 
solution for the problems of the central economies. In fact, any immediate 
beneficial effect of such measures on employment and the balance of payments 
in the central countries will certainly he offset in the medium term by the 
drop in the import capacity of the developing countries.
II. WORLD EXPORTS
In the course of the 1970s an important change took place in the growth 
of world exports measured in constant prices. Contrary to what occurred in 
the previous decade, when the growth rate of world exports was slow but steady, 
in the current decade the growth rate has fluctuated wildly with a series of 
rises which culminated in 1977 when the value of world exports was triple that 
of the 1970-1972 level (see table 1).
/Table 1
Table 1
WORLD EXPORTS, BY ECONOMIC CROW’S
Billion dollars Growth rates
1970-
1972 1973
1974 1975 1976 1977a/
1970-
1972b/
1973 1974 1975 1976 1977
World 361 579 849 875 991 1 145 . 14 60 47 3 13 16
Industrialized market economies 258 408 544 580 645 740 16 58 33 7 11 15
Centrally planned economies 38 58 72 ,8 6 95 <U2)c/ 11 53 24 19 10 18
Developing economies 65 112 223 210 251- (2so) 14 72 99 -6 20 12
OPEC 24 44 137 111 133 (154) 20 83 211 -19 20 16
America d/ 15 24 38 37 43 (49) 10 60 58 - 16 14
Africa e/ 11 12 16 15 16 (16) 12 9 33 -6 6 -
Asia e/ 18 36 55 56 63 (67) 14 100 53 2 12 6
Sourcesi united Nations, Yearbook of International Trade Sta tis tic s , 1975 and Monthly Bulletin of S ta tis tics , various issues, 
a/ Preliminary figures.
b/ Annual average with respect to preceding three-year period«
c/ The figures in brackets were estimated on the basis of data for the f ir s t  half o f the year. , 
d/ Excluding Venezuela.
_e/ Excluding OPEC countries»
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The growth rate of the current value of world exports leapt from an 
average 14% in the three-year period 11970-1972 to 60% in 1973 and 47% in 1974. 
The following year again witnessed a point of inflexion and their value rose 
by only 3%. In the last two years the growth rates returned to normal and 
the levels of the beginning of the period were resumed, with 13% in 1976 
and 16% in 1977.
Within this overall pattern, there were differences in the performance 
of the large trade areas. Whereas the industrial market economies were 
very close to the overall pattern, with big rises and falls, the centrally 
planned economies were able to moderate the fluctuations, and were the only 
trade area which did not register a sharp, widespread drop in the growth 
rate of exports in 1975. As a group, the developing economies Underwent 
sharper fluctuations in the' three-year period 1973-1975 than the other two 
trade areas. This overall result was heavily influenced by the performance 
of the OPEC countries, which recorded growth rates in the value of their 
exports of 83% in 1973, 211% in 1974 and -19% inl975, with A resumption 
of normal levels in the final two years of the period under consideration.
In the developing economies of the Aaerican area, the changes followed 
the same pattern as in world exports and in the developed market-economy 
countries. The exports of Asia and Africa also fluctuated sharply in the 
three years 1973-1975, although with a one-year lag in the case of the 
African economies, hut did not return to normal in the last two years, 
unlike the other trade areas (see again table 1).
These severe and occasionally abrupt fluctuations in the current value 
of world exports were primarily due to the considerable rise in their unit 
value, which almost doubled between 1970 and 1974 (see table 2). This growth 
was due to the sharp rise in the price of petroleum, which quintupled in 
that period, and continued to rise in following years although at a slower 









1973 1974 1975 1976
1977
■ v
World 107 ' 1«) 193 205 211 232
Market eoonoaies. 107 142 199 , 213 218 237
Industrialized 106 138 172 192 192 , 208
Developing 108 158 318 , m 330 332
. OPEC i)/ 113 168 993 631 669 740
Excluding petooieam 102 141 192 188 189 202
Latin America 102 140 189 .196 207 » • «
Middle East 109 148 191 198 • •• e e e
"Other** Asia cf , 102 147 208 197 • 9 « b o «
Centrally planned economies d/ 106 121 136 146 156 *58
Sourcet United Nations, Monthly S ta tistica l Bulletin, "Special table B", January 1978. 
a./ Preliminary figures.
b/ Index published by International Monetary Fund« International Financial S ta tistics t March 1978. 
c/ Including Indonesia. *
d/ With regard to the exactness of this index« see note to table 3.
/The unit
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The unit values of the exports of the developing countries which do not 
belong to OPEC closely followed the world pattern, with sharp rises of over 
30% in 1973 and 1974' and becoming more moderate in the following years, 
reaching almost 10% inl977. Nevertheless, the final level reached by the 
corresponding index in thèse économies was lower than those of the total and 
of the industrial market economies. The price indices of the latter rose 
more slowly than those of the other countries until 1974. Thereafter their 
growth rate has been higher than that of the .developing countries which do 
not belong to OPEC. '
From another standpoint, world exports measured in real value as usual 
have not varied as? sharply as the above. Apart from 1973,,when their volume 
grew by 25% in relation to the average for 1970-1972, rises were moderate and
the drop in 197S wasonly slightly over 2% (see table 3).
This did not occur", however, in the different country groupings. The 
volume of exports of the 0PEÇ.countries was very unstable and began to 
stagnate from 1973 onwards. In the other developing economies, the volume 
of exports fluctuated, with a drop of approximately 15% in the African 
economies, considering the two extremes of the period in question, and
rises in the economies of America (over 45%) and Asia (over 40%), following
the widespread reversals of 1974 and 1975.
The volume of exports o f the industrialized market economies rose 
steadily in every year, except 1975, when the recession affecting them 
worsened.
With regard to the centrally planned economies, the available data, 
which are subject to a wide margin of error, show a steady expansionary trend.
III.. CHANGES I» THE SHARE OF WORLD TRADE OF THE 
ECONOMIC GROUPS
O^ipg to the’ciiabges-described above, the share of world trade of the 
different economic groqps changed significantly. Naturally, the size of the 
changes depends On the type of analysis made; if current values are used as a 
base, the changes are many and profound; if constant prices are used, the 





WORLD EXPORTS BY ECONOMIC GROUPS
Billions of 1970 dollars Growth rates
1970-
1972 1973 1974 1975 1976 1977 * £ /  1973 1974 1975 1976 1977
World 332 415 439 d 429 v 473 : 492' 10 6 -2 10 4
Industrialized market economies 236 295 315 302 335 344 8 12 7 -4 11 3
Centrally plannOd economies 36 48 53 59 61 71 8 10 11 8 11
Developing economies 60 72 71 68 27 77 9 11; -1 , - k 13 -
OPEC. 19 : 22 22 20 20 21 8 11 ■ ' v, -9 ■ - 5
America b/ 15 17 19 19 21 22 6 .15 12 ;■> _ . ■ 10 5
Africa c/ 8 9 8 7 7 7 7 8 -io -12 /; -
Asia c/ 17 25 23 24 26 24 U 13 8 -8
Sources» United Nations, Yearbook of International Trade S ta tis tics , 1975 and Monthly Bulletin of S ta tis tics , "Special Table B", January 1978.
Note» The constant values for the industrialized market economies and the groupof developing economies were calculated using the quantum indexes by
areas given in the above sources until mid-197?« The sources also provide indexes by continental groups until 1975» and consequently for 1976 
and 1977 extrapolations based on partial price indexes were used. The constant values for the centrally planned economies are subject to a 
wide margin of error. The current values published by the above sources are deflated by an index made up as follows» 40$ -  unit value index 
of exports of the industrialized market economies; 60$ -  a price index increasing by 3$ annually. The la tter basically reflects the lo ss of 
international purchasing power Of the currency used as a reference rather than the price changes which may have occurred in the reciprocal 
trade of the centrallÿ planned économes. As the figures have been rounded o ff, the values for the developing régional groups do not 
coincide with the corresponding subtotal.
a/ Compared with the preceding three-year period. Annual rate.
J>/ Excluding Venezuela.
c/ Excluding OPEC countries.
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It may be seen from the data at current prices in table 1 that the share 
which changed most was understandably that of the OPEC countries. The value 
of their exports, which represented 6.6% of the world total on average in 
the years 1970-1972, soared to a little over 16% in 1974, dropping in the 
following years to reach a little over 13% at the end of the period under 
consideration.
The counterpart to this growth in the OPEC share was the decline in 
that of the industrialized market economies from 71.5% of the world total 
in the two years 1970^1972 to slightly over 64% in 1974, a percentage which 
remained more or less constant until 1977. The share of the centrally planned 
industrial economies also declined, from 10.5% between 1970 and 1972 to 8.5% in 
1974, but recovered in subsequent.years to reach almost 10% in 1977.
The share accounted for by . the world exports of the developing countries 
excluding OPEC members varied very slightly in the course of the seven 
years in question, although some changes took place within the group as a 
whole.
Understandably the African countries, which include many relatively 
backward economies, have had a declining share of world trade. Their 
participation dropped steadily from 3% in the years 1970-1972 to 1 . 4 % in 
1977. The developing economies of America, excluding Venezuela, have 
accounted for percentages which fluctuated around 4%, and managed to maintain 
their share of world trade. Consequently the developing economies of Asia 
offset the declining share of the African block; their exports rose from 
5% of the world total in 1970-1972 to 6% in the following four years, a figure 
which they maintained with slight variations.
The bigger share of the developing economies in world trade consequently 
modified the structure of world imports. As may he seen from table 4, the 
imports of those countries accounted for a little over 18% of the world total 
as an average for the years 1970-1972, a percentage which rose from 1974 
onwards to reach almost 23% by the end of the period.
In addition, the almost eightfold growth in the current values of 
imports of the OPEC countries caused an appreciable increase in their 





WORLD IMPORTS BY ECONOMIC ®OOPS
: '
Billions of dollars Growth ratesf
1970-
1972 197? 197ft 1975'
1976 1977a/ 1970-
1972 1975 197ft 1975 .1976 1977
World b/ 361 579 8ft9 875 991 1 lft5 ft9 60 ft? 3 ’■ 13 16
Industrialized market economies 25ft ; ftio see 576 : 669 769 ftO 61 43 -2 16 15
Centrally planned economies 36 56 72 92 98 ( lip W 33 56 29- 28 7 12
Developing economies 66 105 172 200 r 217 (262) ft? 59 : 6ft 16 ' ? 21
OPEC , 11 20 36 57 6ft (82) 56 82 80 58 12 28
America df 16 28 51 51 52 (58) 38 : 56 82 _ c. 2 12
Africa e f 10 16 23 25 25 (2ft) ft3 60 ftft 9 -ft
Asia e/ - 2ft 38 58 6ft 73 (83) . 71 58 53 - 10 1ft 1ft
Sources» United Nations» Yearbook of International Trade S ta tis tics , 1975 and Monthly Bulletin of S ta tis tics , various issues.
a/ Preliminary figures* -
b/ Equals world exports, by definition. - .
c/ The figures in brackets are estimates based on data for 6 to 9 months.
d/ Excluding Venezuela.
e/ Excluding OPEC countries.
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and 1977, rising from 3% to a little over 7% (see table 4). While it has 
always been a significant market for the other economies, the present share 
of the OPEC group has turned it into one of the most important markets. By 
way of comparison, Japan*s shape, Stood at 5V6% in 1977, a year in which OPEC 
imports were also higher than those of the countries of the European Free 
Trade Association (EFTA).
The share of world imports of the industrialized market economies 
dropped slightly from a little over 70% in 1970-1972 to slightly over 67% 
in 1977. As in the case of world exports, this magnitude is the same as 
the growth of the share of the OPEC countries.
The individual shares of the continental groups of developing economies 
also changed. In the case of Latin America, it increased until 1974 and 
dropped thereafter to reach 5% in 1977, virtually the same figure as during 
the initial period 1970-1972. In the case of Africa, the percentage remained 
constant at about 6% until 1975, and then dropped sharply to a little over 
2% in 1977. The Asian countries, on the other hand followed a rising trend, 
from 6.6% to 7.2% in their share of world imports between 1970-1972 and,
1977 (see again table 4).
IV. ORIGIN AND DESTINATION OF EXPORTS
Table 5 shows the origin and destination of the exports of each economic 
group and the proportion accounted for by trade among the constituent 
economies and by trade with the other groupa during the period under 
consideration. It may be seen that there are two different types of situation. 
On the one hand, some economies achieved a higher level of linkage, directing 
a higher proportion of their exports to their own geographic group. This 
situation is examplified by the developing economies. In thê other group, 
there is a trend towards a greater diversity in the destination of exports, 
which are directed towards different economic groups. This is the case of 




ORIGIN AND DESK NATIO!» OFWORIDEXPÒRIS, BY ECONOMIC GROUPS 
(Percentages)s/
■ To . . Industri 
alized Centrallyplanned
economies
Developing economies - '■
From ; «arket : 
economies Total
' " OPEC Other
Industrialized market
ecoftbadee ' ■* - ■
1970-1972 . 77.1 3.8 18.5 : , 14.8
1975 76.7 *.5 18.1 *.0 14.1
197* 73.3 ' . 5.2 V; . 20.9 ■ 5 .3 15.6
1975 69.5 6,0 23.9 8.2 15.7
1976 71.1 5.5 22.9 8.3 ‘ 14.6
V- 197? V .71.7 - ; * .9 23.O 1 ■ .'8.9 ■ 14.1
Centrally-planned ...
economies. .
' Í970-1972 23.8 60.9 15.0 ■ 2.2 : 12.8
1973 ' ''■’ V ■- ■ 26.9 57.5 15.3 ; 2.2  ■ 13.1
... 1?7* . 32.5 50.5 - . 16.1 3.1 13.0
1975 38.1 55.6 15.6 3.7' ' •■'■ 11.9
•' ";-■ 1976 :.a  28.9 54.6 15.6 3.6 12.0
1977 .v . 55.* , 16.1 3.5 12.6
Developing economies
1970-1972 73.1 5.2 20.2 1.9 18.3
1973 73.9 *.6 20.1 2.1 18.0
197* 74.5 : 5*6 , 21.2 2.3 18.9
1975 71.3 *.7  ' 23.0 3.2 19.8
1976 72.9 4.1 21.9 2.6 19.3
; 1977 , . 72.2 - *.6 22.1 3.0 19.1
OPEC
1970-1972 78.* 1.7 17.9 0.5 17.4
1973 ' 78.3 1.7 17.6 0.7 16.9
. 197* , 78.5 1.3 19.* 0.4 19*0
1975 76.3 1.8 2Ó.9 0.* 33.5
1976 ■ 77.* ' 1.7 ' 20.0 0.3  ; ' 19.7
1977 T6*? 1.7 20.3 0.5 19.8-
Other developing . - ' ' .
economies
1970-1972 ■ -70il ’ ■ '■ •■■7.1" .■ 21.5 ' 2.8 18.7
. 1973 . T- „ 71.1 7.3 ... . 21,? 2.9 18.8
197* 69.5 6.5 23.3 4.8 18.5
1975 ■ 6 •■’■«s.? - 7.8 25.5 6i4 ■ 19.1
1976 68.0 6.9 2*.0 5.2 18.8
1977 67.1 *.6 2 * .l 5.8 18.3
Source« toited Nations, Monthly Bulletin of Statistics« "Special Table C", various issuesEe
a/ The differences between the percentage data in this and in other tables stem from the 
inclusion or exclusion of certain export categories (such as the provisioning of ships) 
because their regions of destination could not be determined. /*• The
1. The trade of the industrialized economies
During the period under consideration, the industrialized market 
economies traded a declining proportion of their exports among themselves.
The percentage dropped from a little over 77% in 1970-1972 to 69.5% in 1975, 
when they suffered from a severe recession. In the final two years of the 
period, their reciprocal trade became more bouyant;and its share in world 
trade rose to almost 71,7% in 1977, as a result of. the,relative upturn in 
their economies.
These fluctuations, with a trend towards a decline in reciprocal trade, 
did not occur symetrically in all the economies forming the group. They were 
rather the result of the relatively poor performance of the trade flows 
between the continental groups formed, by the industrial economies. Thus, 
for example, the North American market contracted, from the standpoint of 
its share either in the export; trade of the EEC, which dropped from a 
little over 8% in,1970-1972 to 5.8% 4°  or in that of Japan, which 
dropped more sharply from 31.4%. in 1970-1972 to 23.7% in 1977. From the 
standpoint of the United States, the EEC as a group and Japan in turn 
reduced their share of United States exports, from a little over 25% to 
almost 23% from 10% to 8.8%, respectively (see table 5).
While in both cases the declines are relatively small, it should be 
borne in mind that they occurred despite the devaluations of the dollar 
against the yen and most European currencies during this period, which 
should have had a contrary effect on the observed trend.
On the other hand, European intra-regional trade, within both the EEC 
and EFTA, maintained its importance, which helped to prevent any further 
decline in the share of world trade accounted for by trade among the 
industrialized market economies. In other Words, the trade relations of 
the regional European groups did hot follow the trend which affected the 
trade between the two different continental segments of the central countries, 
and primarily trade among the United States, Japart and Europe as a whole.
/With regard
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With regard to Japanese trade, the proportion of its exports to 
the EEC economies did not vary, while the proportion directed to EFTA rose 
slightly in the last two years. The exports of Australia and New Zealand 
and of Canada to Japan also followed an upwards trend (see table 6). The 
causes of these deviations from the overall pattern for the industrialized 
market economies are perfectly clear: the search for new markets or the 
need to secure supplies of commodities on the part of Japan.
The relative contraction of their own markets in the industrial 
economies increased the importance of trade with the periphery, which 
absorbed 18.5% of their exports in 1970-1972 and 23% in 1977 (see again 
table 5). This' increase was certainly due to the growth of the share of 
the OPEC countries which rose from 3.7% to 8.9% over the period.
The reciprocal trade of the centrally planned economies also declined 
while their exports to the industrialized market economies grew from almost 
24% in 1970-1972 to almost 28% in 1977, as did those to the developing 
economies, basically the OPEO countries, which rose from 2.2% in 1970-1972 
to about 3,5% in subsequent years (see again table 5).
2* The trade of the developing economies
The changes in the direction of the trade of. the developing economies, 
although minor, are of interest. Without considering the distortions caused 
by the price rises in 1973 and 1974, and comparing 1970-1972 with 1977, it 
may be seen that their exports to the industrialized market economies 
dropped from roughly 73% to 72% of the total, and exports to the centrally 
planned economies from 5.2% to 4.6%. In contrast, the relative importance 
of their reciprocal trade rose from, approximately 20% to 22% (see again 
table 5).
The share of the exports of OPEC countries directed to the industrialized 
market economies dropped from 78.4% on average during the two years 
1970-1972 to 76.8% in 1977, This was offset, however, by the rise in sales 
to other developing economies from 17.4% to 19.8% in the same period, OPEC 




TRADE AMONG THE CHIEF INDUSTRIALIZED MARKET ECONOMIES 










1970-1972 50.9 . 12.3 8.3 . 1.4 1.2 1.4
1973 52.6 12.2 7.4 1.1 1.3 l . l '
1974 50.6 11.9 6.9 ‘ 1»! 1.2 1.4
1975 49.3 11.2 5.5 1.1 0.9 1.1
1976 51.7 11.5 5.6 0.9 0.9 1.0
1977a/ 51.7 11.4 . - 5.8 0 ,9 0.9 1.0
EFTA . 
1970-1972 48.5 18.8 7.0 1.3 1.3 1.0
1973 48.0 18.4 6.5 1*2 ,1 .9 0.9
1974 45.8 19.2 5.7 1.1 1.6 1.1
1975 44.4 18.7 5.2 1.2 1.2 0.9
1976 46.6 17.7 5.0 .1.1 1.3 0.9
1977a/ 47.6 18.0 5.2 0.9 1.2 1.0
United States
1970-1972 25.1' 3.7 22.9 10.0 2.4
1973 23.3 3.2 - 21.1 11,6 2.4
1974 22.2 3.3 - 20.1 10.9 2.7
1975 21.1 3.2 - 20.1 . 8.9 2.1
1976 22.1 3.1 - 21.0 6.8 2.3
1977a/ 22.9 3.2 - 22.0 8.8 2.1
Canada
1970-1972 14.2 1.6 67.9 - 4.6 1.2
1973 12.5 1.4 68.1 - 7.1 1.0
1974 12.6 1.6 66.5 - 6.9 . 1.2
1975 12.5 1*2. 65.7 - 6.4 0.9
1976 12.0 1.1 67.6 - 6.4 1.1
1977 10.7 1.2 69.8 6.2 1.2
Japan
1970-1972 10.2 3.0 31.4 3.5 ■■■ 3.4
1973 11.9 3.6 25.9 2.7 - 3.9
1974 10.7 2.8 23.3 2.9 - 4.5
1975 10.2 2.8 20.2 2.1 - 3.8
1976 10.8 3.2 23.7 2.3 - 4.0
1977a/ 10.9 3.5 23.7 2.1 - 3.6
Australia/New Zealand
1970-1972 25.7 0.8 13*3 2.9 24.7 -5.8
1973 22.2 1.1 13.0 2.7 29.1 6.3
1974 18.3 0.8 10.0 3.1 26.6 7.2
1975 17.3 ■ 1.3 10.0 2.9 27.4 6.0
1976 17.5 1.3 9.8 2.6 30.2 6.1
1977a/ 18.6 0.8 8.9 2.0 29.6




The developing countries which do not belong to OPEC had to face a 
relative contraction of their markets in the industrialized market economies 
during this period. Their exports to the latter dropped from a little over 
70% in 1970-1972 to little over 67% in 1977 and their exports to the centrally 
planned economies from approximately 7% to *+.6% over the same period. On 
the other hand, sales to OPEC recorded a relative rise from 2.8% to 5.8% 
in the course of the period.
The reciprocal trade of the developing economies, excluding OPEC, 
showed almost no variation throughout the period, with a constant proportion 
of 19%,. This was fundamentally the result of the unfavourable performance 
of the trade of the African countries. Factors which it would be out of 
place to comment upon here have affected all their foreign trade, thus 
influencing the trade of the group of developing economies excluding OPEC 
members.
Table 7 presents data for the developing countries of the American 
area and its principal component, the Latin American Free Trade Association 
(LAFTA). It may be seen that the intra-regional trade of this group has 
grown faster than its total exports. In 1970-1972, the former represented 
a little over 18%, and reached almost 20% in 1976. In addition, the 
reciprocal trade of LAFTA rose from 10.8% to 13.5% in the period, and its 
sales to the developing countries of the American area increased their 
relative share from 19.5% to 2*+.l% between 1970-1972 and 1976.
In addition, both groups increased the proportion of their sales 
to the Middle East (excluding Israel) and Africa, while reducing that to the 
Far East.
V. CHANGES IN PARTICIPATION BY TYPE OF PRODUCTS '
The shards of the economic groups present some significant differences 
from the standpoint of the types of products classified according to the 
conventional method (SITC),1/ and particularly taking into account the volumes 
traded.





ORIGIN AND DESTINATION OP EXPORTS FROM O5VEI0PING COUNTRIES OF 
AFBRKAANDUFÏA '
X .  Io 
Prom
America IAFTA Middle - -East v
• ' Far 
East Africa
America
1970-1972 18*3 8.5 0.3 1.1 ■ 0.7
1973 16*9 8.5  ’ 0.8  ’ 1.7 1.1
1974 20.0 9.0 0*9 0.7 1.6
1975 19*7 9.5 1.7 0.7 2.6
1976 19i7 9.9 1.0 ' 0.6 1.5
LA FIA . ■ ' ' ; »
1970-1972 19*5 10.8 0.3 . 1.1, 0.6
1973 > 18.6 10,9 ' 1.0 2.1 , 1.0
1974 23.7 12.0 1.2 o .8  ; 1 .7 ,
1975 25.2 13.3 :• 1.6 • 0.7 . 1.9
1976 24.1 . 13.5 1.1 < 0.7 - 1.5
Scarcet United Nations, Monthly Balletin of S ta tis tics , various issues*
/It may
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It may be seen from table 8, which was prepared on the basis of 1970 
prices and has virtually definitive data, that the global exports of the 
developing economies represent a slightly decreasing percentage of the world 
total: from 19.3% in 1970-1972 to 18.4% in 1977.
What is interesting, however, which may perhaps become a novel 
feature of the 1970s, is that the central economies increased their share 
in world sales of food and raw materials whereas the developing countries 
increased their share of the total trade of manufactures.
As may be seen in table 8, the share of the periphery is falling in 
the first two groups (SITC 0-1, food, and 2-4, raw materials), more markedly 
than total exports. For the first item the drop is from 33.1% in 1970-1972 
to 29.2% in 1975; the drop is similar in the second group, and the corresponding 
figure for the two groups in 1977 is only 26%. Conversely, the industrialized 
market economies raised their share in the trade of these goods from two-thirds 
to three-quarters in the course of the period.
As was to be expected, during the present decade the share of the 
developing economies in the trade of fuels increased: from 72% in 1970-1972 
to 7*+% in 1975, a percentage which has since remained constant. It should 
be recalled that these figures do not take into account the price effect 
which would considerably increase the corresponding percentages after 
1973-1974.2/
Exports of manufactures are shown in the last column in table 8. The
share of the developing economies was only 7.5% in 1970-1972. By way of
reference it may be pointed out that it was 7% in 1960 and 1970, i.e., it 
did not change significantly between the beginning and the end of the past 
decade. On the other hand, it rose slowly but steadily between 1971 and 1974 
and in 1975 (the final year as stated above, for which definitive world 
statistics are available) it reached 9%. The estimates for 1976 and 1977 
indicate that this share has continued to rise and stood at roughly 9.6% in 
1977. Although this percentage represents a considerable advance over the
levels of the 1960s, it remains small.
2/ As was pointed out above, the percentage accounted for by OPEC exports 





SHARE OF THE EEVELWING COUNTRnS IN WC«U) TRADE, IN 
READT896, 81 SITC SECTIONS




• 0-9 0-1 .2-4 . y : 5-8.
1970-1972 19-3 33.1 32.6 71.9 7.5
1973 19-4 31.9 31.2 72.1 8.3
1974 18.2 28.7 31.2 73.3 8.3
1975 18.5 29.2 30.5 73.5 9 .0
1976 18.8 .. 28.4 i 74.0 9.1
1977 18.4 ... . 26.0 -------- 74.0 9.6
Souroes: 1970-1975* United Nations, tenthly Bulletin of S ta tis tics , " f e c ia l  Table F" Jut» 1977. 
1976-1977* For the total and fuels, see the note to table 5. With regard to
manufactures, usewaS-aade o f the Bulletin, "Specie! Table Df, December 
.1977, for the- industrialized economies, and of an index made up on the 




In order to weigh up this process properly, it should be borne in 
mind that world exports of manufactures grew at the very high rate of 7.1% 
annually during the period 1970-1975.
A more detailed appraisal of the question must take account of the 
importance of manufactures within the exports of the developing economies 
and also of Latin America, as well as the links between those economies and 
the industrialized market economies. These aspects will be considered in 
the following sections.
VI. CHANGES IN THE EXPORT STRUCTURE OF THE PERIPHERY
At the beginning of the 1970s the most important export class of the 
developing economies was fuels (SITC.3), which in 1970-1972 accounted for 
38.3% of their total exports, at current values, and 34.6% at 1970 prices. 
Understandably, since 1973 the first figure has risen enormously, reaching 
61.3% in 1975, the last year for which calculations at current prices can be 
made (see table 9). This very abrupt change naturally had decreased the 
relative importance of the other export products. Thus raw materials 
(SITC 2-4), including exports of non-ferrous metals, accounted for 20.6% of 
total exports in 1970-1972, but only 12.9% in 1975. The manufactures group, 
excluding the value of non-ferrous metal, dropped from 19.6% to 13.3%.
Among the components of this group, machinery and equipment (SITC 7) remained 
constant at 3.4% in 1970-1972 as well as in 1975.
At 1970 prices, the relative share of fuels did not change significantly, 
and tends to be increasingly small, in contrast to the results of the 
calculation at current prices (see table 10). As stated above, it was 
34.6% in 1970-1972. It then dropped to 31.7% in 1975, and, by extrapolation, 
was 32.4% in 1977. Similar changes are found if other items are examined from 
the standpoint of the volume of exports.
Thus, food (SITC 0-1) dropped from 22.5% in 1970-1972 to 20.1% in 1975. 
Raw materials, including non-ferrous metals, also had a declining share of 
the total, from 23.5% to 20.2% in the course of the period. Taken as a whole, 
their contribution to exports of the developing economies continued to decline 
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1970-1972 100.0 21.5 23.6 38.3 19.6
1973 100.0 18.4 24.5 40.9 16.2
1974 100.0 11.6 15.1 61.4 11.9
1975 100.0 12.5 12.9 61.3 13.3
Sourcei United Nations, Monthly Bulletin of S ta tis tics , "Special Table C" ,  various issues»
a/ Includes SITC 68, "Non-ferrous metals", 
b/ Excludes SITC 68, "Non-ferrous metals".
/Table 10
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DEVELOPING ECCMOHEESî RELATIVE BREAKDOWN OF EXPORTS 
(Percentages on thé basis of 1970 prices)
Tablé 10
Total Foods . Fuels Manufactures
materials
0-9 0-1 '___  3-^/ 3 ____5-82
1970-1972 100.0 22.5 23.5 34.6 19.3
1973 100.0 20.7 21.3 34.4 23.2
1974 100.0 18.0 22.2 34.1 25.2
1975 100.0 20.1 20.2 31.7 27.8
1976 100.0 - 38.9 a .9 29.2
1977 100.0 - 36.6 ------ —  ' 32.4 31.0
Sources United Nations, Monthly Bulletin of S ta tis tics , "Special Table C", various issues.
&/ Includes SITC 68, "Non-ferrous metals", 
b/ Excludes SITC 68, "Non-ferrous metals".
/The manufactures
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The manufactures component (SITC 5-8, excluding 68 non-ferrous 
metals) significantly increased its relative share in the exports of the 
developing economies. In 1970-1972 it represented slightly under one-fifth 
(19.3%); in each of the following years it rose by at least two point's 
and in 1975 it was 27.8%. As has been stressed repeatedly, the statistics
up to 1975 are entirely-reliable. For the following two years, information 
was available on some major national economies, oh the basis of which it is 
estimated that the relative share Cf manufactures continued to grow and 
in 1977 represented 31% of the total exports of the developing economies.
As may be seen, in barely seven years the structure of exports of 
the periphery changed profoundly, and this occurred in Latin America too.
As in the case of the developing economies as .a whole, in Latin America 
some countries are more industrialized and have a larger share of exports 
of Ecinufa:rtures. These include Argentina, Brazil, Colombia and Mexico and, 
in Central America, El Salvador. However, most economies of the region 
were affected to a varying degree. In Haiti, for example, exports of 
manufactures (SITC 5-8) represented 40% of the total value of exports in 
the fiscal year 1975-1976;3/ in Chile, Peru and Venezuela this percentage 
fluctuated in 1977 between 25% and 35% in real terms. It may therefore 
be assumed that the process is relatively widespread and certainly involves 
other areas of the Third World.
The changes which took place in Latin America in 1975 may be examined 
in table 11. It is immediately apparent that the relative contribution of 
food exports is unstable, with a downwards trend similar to that of raw 
materials (SITC 2 and 4 plus non-ferrous metals); this trend is very pronounced 
in the case of fuels. With regard to manufactures (SITC 5 to 8), excluding 
non-ferrous metals because of their weight in this sub-total, their share 
was 13.2% in 1970-1972 and had risen to 23.4% only three years later. The 
progress made over this period may be compared with that of the developing 
economies as a whole, which, however, occurred over five years (see again 
table 10).
3/ Essential oils, kid leather, textiles and certain sporting goods have 
become relatively important in the exports of manufactures from Haiti. 
These goods are produced both by small workshops and by factories, 




LATINAMERICA (20 COUNTRIES): BREAKDOWN OF REAL EXPORTS, Bï SITCSECTIQNS
Total Food Rawmaterials
Fuels Manufactures
0-9 0-1 2-4a/ 3 ’ 5-8b/
1970-1972 100.0 49-1$ . 19.0 18.0 13.2
1973 100.0 47.5 18.0 16.6 17.8 .
1974 100.0 45.0 18.8 14.5 21.7
1975 100.0 48.3 17.5 10.8 23.4
Source: Specially tabulated for CEPAL by the Sta tistica l Office of the United Nations.
a/ Includes SITC 68, "Non-ferrous metals", 
b/ Excludes SITC 68, "Non-ferrous metals".
/VII. CHANGES
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VII. CHANGES IN THE PATTERN OF TRADE BETWEEN THE DEVELOPING ECONOMIES 
AND THE INDUSTRIALIZED MARKET ECONOMIES
■These transformations in the trade flows have naturally entailed changes 
of varying size and importance in the pattern of trade between the main 
economic groups. The available-data are sufficient merely to indicate some 
changes which particularly affect the trade flows between the developing 
economies and the industrialized market economies as well as within those 
groups. It appears from the relevant figures set forth in table 12 that 
there are two outstanding features in the pattern of trade which has prevailed
in the first half of the 1970s. Thiese are the growing and already appreciable 
importance of the peripheral markets for the central economies, and the 
importance of exports of manufactures for the Third World and for Latin 
America in particular.
Table 12 presents data on the real growth of exports by SITC sections 
for the industrialized market economies and for the developing economies.4/
It also shows the proportion, by SITC sections, which each of the two 
economic group directs to the other and to itself, and the corresponding 
growth rate. By way of illustration, it also gives the growth rate of total 
exports of the sections. Only the years 1970 and 1975 are used, for which 
reliable data are provided by the United Nations Monthly Bulletin of 
Statistics.
Beginning with the totals, it may be seen that the markets of the 
developing economies recorded the greatest growth, both in their reciprocal 
trade and in their trade with the industrialized economies. In the first case 
the growth rate in.1970-1975 was 8.4% and in the second 9,8%. On the other, 
hand, the markets of the industrialized economies were comparatively sluggish in 
their reciprocal sales, as is shown by their growth rate of 4.4%, and poor (2.8%) 
for sales from the developing economies. Thus during this five year period 
the latter increased their role as a market for the central countries (absorbing 
20% of their exports in 1970 and 24% in 1975) and for themselves (22% and 26%> 
respectively).





EX*3**!® m SITC SECTIONS OF THE INDUSTRIALIZED AMD OF THE DEVELOPING ECONOMIES
(Percentages)
Relative importance as market Growth rates 1970-1975
Industrialized - Developing Industri
economies economies alized*" ®evei°Pin6 xotal
• ■ ■    :..:.. : . —*— 1 ; "r ■ . economies
1970 1975 1970 1975 economies
0-1
Pood
Industrialized economies 81 82 18 5.8 . 4.4 5.7
Developing economies 82 73 18 . 27 -l.G 10.8 1.4
2-4
Raw materials 
Raw materials 90 87 10 15 1.1 6.5 1.7
Developing economies 82 • 78 18 22 -0 .3 4.5 0.4
5-6
Manufactures 
Industrialized economies 79 74 21 26 4.7 10.7 6.7
(section 7) (77) (70) (25) (30) (5.1) (13.0) (7.1)
Developing economies 74 69 26 31 9.7 14.9 11.2
0-9
Total
Industrialized economies 80 76 20 24 4.4 . 9.8 5.5
Developing economies 78 74 22 26 2.8 8.4 4.0
Source: United Nations« Monthly Bulletin of S ta tis tics , "Special Table D", December 1977.
/These trends
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These trends may be explained by looking at the type of product. The 
only heading in which sales between industrialized economies grew more 
rapidly than the sales to the developing economies is that comprising the 
SITC sections: 0 and 1 (food). The opposite occurs in: all other cases. Thus 
for sections 2 and 4 (raw materials) the growth rate of reciprocal exports 
of the industrialized economies was 1.1% whereas that of their sales to the 
developing economies was 6.5%.
It is unnecessary to stress the importance of exports of manufactures 
for the industrialized economies. Suffice it to say they represent 
approximately three-quarters of their total sales. Exports to the developing 
economies grew at an annual rate of 10.7% whereas exports among themselves 
grew at only 4.7%. If this last rate is compared with that of total exports 
of manufactures, it may be seen that sales to the developing economies were 
2 percentage points higher every year. The same was true of exports of 
equipment and machinery (SITC 7), shown in the following row, in brackets, 
in table 12. •
To continue with the analysis, it-may be pointed out that in 1970 the 
developing economies absorbed 21% of the’manufactures and 23% of the machinery 
and equipment exported by the industrialized market economies. These 
proportions rose to 26% and 30% respectively in 1975. * Irt both cases the 
market constituted by the developing economies can no longer be described as 
marginal. In 1975 conditions, exports of manufactures of the industrieilized 
economies would rise by 1% (and their total exports by 0.75%) for every rise 
of 3.8% in thé purchase of such goods by the developing countries. This 
percentage would be 3.3% in the case of machinery and equipment -alone. It 
should be added that, in the conditions prevailing in 1970, this 1% variation 
would have called for rises Cf 4.8% and 4.3%, respectively, in the purchases 
of the developing countries. Thus the latter have become markets whose 
performance is important for the industrialize«! market economies.
It was stated above that the reciprocal exports of the developing 
economies grew more than their exports to the central countries.' It may be 
seen from table 10 that their total exports in 1970-1975 grew at an annual
- /rate of
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rate of 4%, whereas their reciprocal sales rose by 8.4% and sales to the 
industrialized economies by only 2.8% per year. This pattern is invariable 
for all types of goods. It should be noted that in the case of food and 
raw materials, the growth rate of trade with the industrialized economies 
was negative, or in other words, those market contracted. In contrast, in 
those export headings the developing economies become very important as 
their own market.
This is even clearer in the case of manufactures. This component of 
their reciprocal trade grew by 14.9% annually over the five years. In other 
words, it doubled in real terms. At current prices, it rose from 3,400 million 
dollars in 1970 to 11»5QQ million in 1975. The latter figure may be broken 
down into 1,600 million for chemical products (SITC 5), 3,200 million for 
machinery and equipment (SITC 7) and 6,600 million for miscellaneous 
manufactures (SITC 6 and 8).
With regard to their trade with the industrialized market economies, 
a distinction may be made between import and export flows. Purchases of raw 
materials by the periphery (see table 12) grew by 6*5% annually, a rate 
perhaps determined by the high content of inputs for manufacturing industry. 
Needless to say, the largest supplies are for machinery and equipment, which 
is of the utmost importance for investment in those countries and constitutes 
a traditional component of this trade.
The same is true of exports of non-manufactured products and of fuels 
from the developing economies to the industrialized markets. On the other 
hand, as was stated above, negative rates occurred in sales of food and 
raw materials.
The developing economies were able to increase their sales of 
manufactures to the central economies by 9.7% annually between 1970 and 1975.
In other words, the. volume of exports rose by 60% between those two years. 
Excluding petroleum, this trade amounted to one-third of the value of their 
exports in 1975, which means that for the non-oil-exporting developing 




It should be stressed that the equipment and machinery (SITC 7) exported 
to the industrialized economies by the periphery had a value of only 
3,500 million dollars in 1975. This figure is little more than 5% of the 
inverse flow, and consequently suggests not so much competition as 
complementarity, which results from the links described above and from which 




TRENDS AND CHANGES IN THE INVESTMENT OF TRANSNATIONAL CORPORATIONS 
IN THÉ DEVELOPING COUNTRIES AND PARTICULARLY IN LATIN AMERICA'
Introduction ■
There can be no need to stress the importance of the role played by 
the transnational corporations in worLd economic development from the 
standpoint both of the industrial!zed' and of the developing : countries. Few 
subjects have received more attention in recent years, as evidenced by the 
voluminous bibliography and the growing number of institutions engaged in 
analysing them, including," of course,, the United Nations Centre on 
Transnâtfônài Corporations (CTC). For its part, CEPAL some years ago began 
research on the question and published some viewpoints in the Economic 
Survey of Latin America, 1971.1/
CEPAL has pursued this work in recent years 2/ and how feels that it 
would be Useful to present some general remarks on the trends and changes in 
the direct investment of the transnational corporations in the developing 
world and particularly in the American region* i.e., Latin America and the 
Caribbean. The information is far.from complete and only extends as far as 
1975; but it may well contain, in summary form, most of the ,current knowledge 
about the salient aspects of the question.
Part I contains data on the evolution of the accumulated direct 
investment of the main supplier countries. Investment originating in the 
United States and investment from - the other• capital-exporting centres are 
considered separately, yith an emphasis on investment in the developing 
countries of the American region.
1/ See Economic Survey of Latin America, 1971, chapter 5 (E/CN,12/935).
2/ Various working documents Were published in 1977 by the CEPÀL/CTC
. Joint Unit, including: Transnational,Corporations in Export-Oriented 
Primary Commodities: A Study of Relative Bargaining Positions"and
Distribution of Gains, (this document also includes case studies on tin,
bauxite and bananas); The transnational Corporations among,the One 
Thousand Largest Enterprises in Brazil an<i*,finctlly, studies on 
transnational corporations in economic intégration (Programming in the 
engineering and petrochemical sectors in the Andean Pact countries 
; and complementarity agreements in the LAFTA countries.
/Part II
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Part II deals with the rate of investment and its distribution among 
the main groups of countries and among individual countries, concluding with 
a study of the distribution by economic sectors of United States investment, 
since comparable data is not available for the other main investor countries.
I. THE DYNAMICS OF DIRECT INVESTMENT IN THE DEVELOPING COUNTRIES 
AND CHANGES IN ITS ORIGIN AND DESTINATION 3/
Direct investment in the developing countries increased vigorously 
in the first part of the 1970s, at a higher rate than in the late 1960s.
Thus its accumulated value rose from about 35 billion dollars in 1967 to 
over 76 billion in 1975. The average annual growth rate throughout the 
period from 1968 to 1975 was about 10%,4/ but the rate was higher in the 
1970s than between 1968 and 1970 (see table 1). Broadly speaking, according 
to data for 1967,5/ accumulated investment in the developing countries 
represented 31% of total investment, and thus the bulk of investment (69%) 
was accumulated in the central economies. Furthermore, by 1975 this 
proportion had risen to 74%, with a corresponding decline in the share of 
the developing countries.
3/ The assumption is made in this study that direct foreign investment
is basically that of transnational corporations * This assumption , 
appears reasonable since in the case of the United States more than 
70% of foreign investment belongs to 250 or 300 such corporations; 
in the United Kingdom, over 80% is accounted for by 165 transnationals, 
and, in West Germany, 82 corporations carry out about 70% of such 
investment (see The Multinational Corporations in World Development, 
United Nations, ST/ECA/190, New York, 1973, pp. 5 and 7).
4/ Taking into account world inflation in the period and the rise in
prices of capital goods in the industrialized countries, the growth 
rate in peal terms .would be roughly 5%, (half the current value).
This relationship is.also true of the growth rates compared below in 
the distribution by regions and countries.
5/ United Nations Centre on Transnational Corporations, Transnational
Corporations in World Development: A Re-examination (E/C.10/38; 




















United States 17 448 22 071 3? 973 10.9 8.2 12.6 ! So.o 50.0 52-0
Canada 1 477 1 658 2 528 6.9 3.9 8.8 4.0 4.0 3.0
Western Europe 15400 19 139 29 683 8 .5 7.5 9.2 44.0 43.0 39.0
United Kingdom &804 7 714 10 553 4,3 6.5 19.0 • . 17.0 14.0
Ireland'. , 1789 2227 ,  3 236 7 -7 7.6 7,8 5.0 5.0 4.0
Federal Republic of Germany 1. H 9 8 1 941 5 204. . 20.2 17.5 21.8 3.0 4.0 7.0
France . 2 980 3 832 5 033 6 ^ 8.7  . 5.6 6.0 9.0 7.0
Switzerland 695 877 1 452 ; 9.5 8.1 10.3 2.0 2.0 2.0
Italy 879 1 245 2 235 12.4 12.3 12.4 3.° 3.0 3.0
Belgium 692 765 1 018 4.9 3.4 5.9 2.0 2.0 1.0
Other European countries _b/ 365 538 972 13.1 14.0 12.5 1.0 1.0 1.0
Japan 702 1198 3 853 23*7 19.5 26*3 . 2,0 3.0 5.0
Australia and New Zealand 101 305 727 28.0 44.5 i9*o - 1.0 1.0
Total 55 128 44 371 76 764 10.3 ; 8.1 11.5 100.0 1QQ.0 100.0
Sources« OECD-OAC, Stock of private direct investments by DAC countries in developing countries (end 1967), Paris 1972.
OECD, Development Cooperation.  1977 Review.
_a/ Development Assistance Committee-Organization for Economic Cooperation and Development.
W  Austria, Denmark, Norway, Finland and Sweden.
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1. The shares of the main investors in 
the developing countries
The origin of the investment did not change in the course of the 
decade covered by the data, although specific changes are worth mentioning.
In the first place, the United States maintained its position as supplier 
of half the capital flow (see table 1). This share fluctuated a little 
during the period, however. Towards the end of the 1960s other sources of 
Investment, such as Western Europe and Japan, began to increase 
significantly their capital exports, a trend which came to a peak in 1972, 
when the flow from Western Europe was equal to that from the United States 
(at about 2 billion dollars each) and the other major industrialized 
countries invested about 500 million dollars, compared with a little over 
100 million in 1967.6/ There can be little doubt that these shifts were 
largely the result of the different degrees of dynamism in the development, 
of those countries or areas during the period.
The picture began to change in the course of the first half of the
1970s, and it seems reasonable to suppose that the so-called oil crisis had
a major effect, in the sense that it affected the United States less than 
other important central economies. Hence in 1975, for example, the United 
States share had risen to 52% of total accumulated direct investment in
the developing countries, whereas Western Europe's share had dropped to
39%, in comparison with 43% in 1970.
These variations did not prevent countries such as the Federal Republic 
of Germany and Japan from continuing to increase their investment in the 
developing countries at a much more vigorous rate than the United States 
transnationals. The accumulated direct investment of the German transnational 
corporations grew at aii annual rate of almost 22% in the period 1971-1975, 
and that of the Japanese corporations at an even higher rate of 26% compared
6/ See OECD, Development Co-operation, 1975 Review and 1976 Review. 
The net annual flow of direct investment corresponds roughly to 
the increase in the accumulated investment during the period in 
question. (For further details, see "La presencia de las empresas 
transnacionales en la industria manufacturera de America Latina", 




with 13% for the United States Corporations. Nevertheless,, the shares of 
Western Germany and Japan in the total only amounted to 7% and 5%, 
respectively, in 1975. On the other hand, the accumulated investment from 
the United Kingdom grew at a rate of only 6% awwaJUy and thus its share 
declined from 17% in 1970 to 14% in 1975. The. same occurred, on a lesser 
scale, in the case of French investment (see table 1).
2. Origin and destination of investment in developing countries
The distribution of investment among the geographical groups of 
developing countries shows some interesting changes in the period 1967-1975 
(see table 2).
Looking first at origin, it may be seen that in 1975 United States 
investment accounted for majority shares both in the developing countries 
of the American area (South America and-the Caribbean) and in the relatively 
less developed European countries.7/ ' In the first case it declined to some 
extent between 1967 and 1975, while rising in the second. On the other 
¡hand, in the case of the other groups it is significant that the majority 
of investment in Asia and Africa stems from other OECD countries.(essentially. 
Western,Europe and Japan).
An examination of the destination of direct investment makes up the 
other side of the picture of investment distribution. As may be seen, the 
bulk of United States investment went to the developing countries of the 
American area, although the proportion dropped from 68 to 66% between 1967 
and 1975. The other OECD countries have a much lower weight in the region, 
although it rose from 37% to 40% during the period.
As was to be expected, a significant proportion of the investmént 
of this second groups of central economies was directed towards Africa and
Asia, the relative share <5f Africa declining and that of Asia increasing.
Tn sum, while the United States coptinued to be the main source of 
capital for the developing countries of- the American area', the latter 
continued to be the main destination of United States capital,. In both 
cases, however, there was a decline ip the high share of the United States 
and a corresponding increase in that of the other central economies.
7/ This group includes Austria, Cyprus, Spain, Finland, Greece,
. Greenland, Ireland, Iceland, Malta, Portugal, Turkey and Yugoslavia.
/Table 2
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Sable 2
DAC-OBCO COUKTKDESt ACCUMULATED DIRECT .INVESTMENT B l  THE DEVELOPING. COUNTRIES, EX REGIONS
Country of origin Total OECD United States Other OECD
Country of destination ■ . 1967 .1975 1967 1975 » 6 7 1975
Eur&pe
Percentage breakdown by country of origin 
100.0 100.0 30.0a/ 55.0a/ 70.0 45.0
Africa 100.0 100.0 21.0 22.0 79.0 78.0
Asia 100.0 100.0 36.0 35.0 64.0 67.0
Middle Bast 100.0 ■ • • 58.0 ••• 42.0 . . .
Developing countries of the American area 100.0 100.0 64.0 59.0 36.0 41.0
Total 100°° 100.0b/ 50.0 47.0b/ 50.0 53.0b/
Ewope
Percentage breakdown by country of destination 
6.0 9.0 5.0a/ 10.0a/ 8.0 8.0
Africa - 19.0 15.0 8.0 7.0 29.0 22.0
Asia 14.0 24.0 10.0 17.0 18.0 30.0
Middle East . .9.0 -, , • *© 10.0 ' 7 .0 i e *
Developing countries Of the American area ‘ 52.0 52.0 68.0 66.0 57.0 40.0
Total 100.0 100.0b/ 100 ¿0 100.0b/ 100.0 100.0b/
. . . f
Average annual growth rates, 1968-1975
Europe 15.6 24.7a/ 9.5
Africa 6.7 7.0 6.6
Asia 16.8 15.5 17.5
Middle East eee • 0  •
Developing countries of the American area 9.3 8.2 11.3
Total 10.7b/ 10.1b/ . > 11.3b/
Sources» Calculated for the CEPAL/CTC Joint Unit on the basis of o fficia l data furnished by OECD (Stock of private 
direct investment by DAC countries in developing countries« end 1967, Paris 1972; and Development Cooper­
ation, 1977 Review) and toe United States (United States Department of Commerce, Survey of Current Business, 
August 1977* She la tter  data differ slightly from the DAC/OECD data on the total stock of United States 
Investment Which' appear in table l ) .
a/ Includes Austria, Cyprus, Spain, Finland, Greece, Greenland, Ireland, Iceland, Malta, Portugal, Turkey and 
Yugoslavia*. ■
jb/ The total does not include the Middle East since due to major methodological changes the total for 1975 is  not 
comparable to the total for 1967.
' /II. TRENDS
II. TRENDS AND DISTRIBUTION OF DIRECT INVESTMENT IN THE..
DEVELOPING COUNTRIES OF THE AMERICAN AREA
This sizeable share of.the developing countries of the American region 
hides many differences among them as well as varying trends in the rate of 
capital flows. Tabled presents the available data on the question.
A general view shows, in the first -place* that accumulated direct 
investment moré than doubled between 1967 and 1975, growing at an annual 
rate of 9%. Two very distinct phases may be distinguished in this 
performance, with growth rates of 6.7% in the first place (1968-1971) and 
12% in the second (1972-1975). It should be noted that this contrast holds 
trúé for all the groups into which the region has been divided.
Without prejudice to this overall feature, it may easily be seen that 
the flow rate of investment varies strikingly when the total is broken down.
It might appear surprising that the group of "other territories of the 
developing American region", particularly the Bahamas, Barbados, and Bermuda, 
recorded the highest growth rates, particularly in the second period 
(32.4% per year), which raised their share of the total from a little over 
8% in 1967 to 19% in 1975. This is mostly investment of a financial nature 
or designed to establish Or extend the tourism infrastructure in some of 
these territories, as suggested by the high figures for the Netherlands 
Antilles, the Bahamas and Bermuda in the group,
1. Argentina, Brazil and Mexico
Starting with the situation of the largest countries, Argentina, Brazil 
and Mexico, the salient features of the group would appear to be: (a) the
high growth rate in the second period under consideration, almost 13% per year; 
;(b) the rise in their share of total investment from 40 to 42%; (c) the high 
and increasing share of Brazil, which alone accounted for more than 28% of the 
total in 1975; (d) the very slow growth of investment in Argentina.
/Table 3
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DAC-OECD COUNTRIES« ACCUMULATED DIRECT INVESTMENT IN SHE DEVELOPING COUNTRIES CF SHE AMERICAN AREA
Table 3
Millions of dollars 
















Other developing countries and 
territories of the American area
Total developing countries 




















Argentina 1 821 2 000 1.2 5.3 CO•CM1 9.9 5.3
Brazil 3 728 9 100 11.8 8.1 15.6 20.2 24.2
Mexico 178?’ 4 800 13.1 8.2 18.3 9.7 12.8
Total larger coimtries 7 336 15 900 10.1 7.5 12.9 39.8 42.3
Bolivia 144 100 -4.5 -16.5 9*3 0.8 0.3
Colombia 728 1200 6.4 5.4 7.4 3.9 3.2
Chile 963 400 -10.4 -3.1 -17.2 5.2 1.1
Ecuador 82 500 25.3 38.3 13.6 0.4 1.3
Peru 782 1 700 10.2 2.1 •• 18.9 4.2 4.5
VeneztidLa 3 495 4 000 1.7 1.4 2.0 18.9 10.6
Total Andean area countries 6 194 7 900 3.1 1.9 4.3 33.6 21.0
Paraguay 35 70 9.0 6.5 11,7 0.2 0.2
Uruguay 60 250 19.5 7.5 32.9 0.3 0.7
Total LAPTA countries 13 625 24 120 7.4 5.0 ■ 9.8 . 73.9 64.2
Costa Rica 136 250 7.9 5.7 10.1 0.7 0.7
El Salvador 77 .130 6.8 : 5.9 7.6 0.4 0.3
Guatemala 146 260 7.5 6.1 8.9 0.8 0.7
Honduras 169 230 3.9 4.3 3.5 0.9 0.6
Nicaragua 73 90 2.6 3.9 1.4 0.4 0.2
Total CACM countries 601 960 6.0 5.2 6.8 3.3 2.5
Haiti 36 70 8.7 8.6 8.8 Ô.2 0.2
Panama 830 2 250 13.3 18.7 8.1 4.5 6.0
Dominican Republic 158 350 10.4 15.4 5.7 0.9 0.9
Total 19 cwmtries of Latin America 15 250 27 750 7.8 6.1 2 ^ 82.7 73.8
Guyana 189 18Ò -0.6 -8.1 7.4 1.0 0.5
Jamaica 671 970 4,7 10.5 —0.8 3,6 2.6
Trinidad and Tobago 687 1 200 7.2 9.8 4.7 3.7 3.2
Suriname 100 330 16.1 4*7 28.8 0.5 0.8
Total 23 countries of American area 16 897 30 430 7.6 6.3 9.0 91.6 80.9
Belize 28 70 12.1 15.6 8.8 0.2 0.2
Netherlands Antilles 382 1 400 17.6 11.9 23.6 2.1- 3.7
Bahamas 1 950
1 "  ' T
‘
Barbados I  
Bermudas i 1 109
160 
3 800 ► 22.6 \ 10.4 > 36,0 ► 6.0 > 15.0
Others a/ J 740 I




Sources« OECD-DAC, Stock of private direct investments by DAC countries in developing countries (end 1967, Paris 1972, 
OECD, Development Cooperation, 1977 Review.
OECD-DAC, Stock of private investment by member countries of the Development Assistance Committee in developing 
countries (end ¿971 and end 1072). Paris 1973 and 1974. 
a/ Includes the West Indies Associated States and other Caribbean territories. /Although it
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Although it has different bases and a different source of data, 
covering only 23 countries of the region, table 4 provides a broader view by, 
taking into account net annual flows of total direct investment between 1970 
and 1975. From.this standpoint, some trends and changes singled out in the 
preceding paragraph began even clearer. Naturally, the difference between 
trends in Argentina and Brazil becomes sharper, and Mexico's more stable 
position, within its moderate growth* is once again apparent. The trend 
towards concentration iri the larger countries is all the clearer, in this 
case only Brazil and Mexico, which received 71% of the net investment flow 
in 1970-1975.
2. Economies of the Andean Pact 8/
The economies associated in the Andean Pact show a relatively low growth
rate of accumulated direct investment and consequently a decline in their
share in the regional total. The growth rate Amounted to a mere 3.1% annually 
over the period as a whole, and their share dropped from almost 34% to 21%
(see table 3),
The group is by no means uniform, however, and therefore the situation 
of the individual countries is worth examining. The situations of the-oil 
exporting countries, Venezuela and Ecuador, are both very typical and at the 
same time dissimilar. In Venezuela-, which accounted for over half the 
investment in the Andean region in 1967, the sum of investment between 1967 
and 1975 remained practically at a standstill, which led a decline in its 
share in the overall total of the developing American region from about 19% 
to less than 11%. On the other hand, in Ecuador investment went up sixfold, 
which represents growth rates of over 25% a year; and its share in the 
regional total rose'from 0.4% in 1967 to 1.3% in 1975.
It is virtually unnecessary to recall the decisive influence of oil 
investment and the corresponding policies upon these different performances. 
Taken into account the complementary data of table 4, it may be seen that the 
net investment flows were generally negative for Venezuela in each of the 
years in question, with a reduction amounting to 216 million dollars for the 
period 1970-1975. The opposite occurred in Ecuador, where accumulated 
investment increased over this period by almost 650 million dollars.




DEVELOPING COUNTRIES OF THE AMERICAN ARÊÂ» NET FLOWS Cf TOTAL DIRECT FOREIGN INVESTMENT, EC COUNTRIES
Table 4






Argentina 11.0 - 50.8 1 - - - 1
Brazil 196.0 1 006.5 3 826.0 23 5? 41
Mexico 323.0 609.5 2 674.0 37 20 29
Larger countries 530.0 1 616.0 6 550.9 Ü i 52 ' 71
Bolivia -75.9 53.4 / -0.7 ■ -9 ■ 2 -
Colombia 43.0 . 40.1 209-3 5 1 2
Chile -79.0 49.8 -657.8 -9 2 -7
Ecuador 88.6 189.3 649.4 10 6 7
Peru -70.0 315.7 339.6 —8 10 4
Venezuela : -23.0 354.6 -261.3 -2 11 -3
Andean area countries -116.3 1 002.9 278.5 -13 32 3
Paraguay 3.8 14.2 57.9 - 1 1
Uruguay - - - - -
Total LAFTA countries 417.5 2 633.1 6 887.3 48 85 75
Costa Rica 26.4 69.0 227.2 3 2 2
El Salvador 3.7 13.1 56.5 - - 1
Guatemala 29.4 80.0 236.0 3 3 , '3
Honduras 8.4 10.4 34.6 1 - -
Nicaragua 15.0 10*9 76.2 2 . - 1
Total CACM countries 82.9 183.4 630.5 9 ‘ k 7
Haiti 2.8 2.7 28.0 -
Panama 33,4 10.2 148.8 4 - 1
Dominican Republic 71.6 50.5 343,6 8 2 4
Barbados 8.6 22.9 ?4.0 1 1 1
Guyana 9.0 0.8 -33.8 1 - -
Jamaica 162.1 -1.8 536.3 19 - 6
Trinidad and Tobago 83.2 191.3 614.4 10 6 6
Total 23 developing countries of
the American area 871.1 3 093.1 9 229.1 100 100 100




Bolivia, another equntry where oil production is important, shows 
appreciable variations over the period. Accumulated investment declined, 
but there were two very different phases within the overall trend; a sharp 
decline between 1967 and 1971, and a phase of rapid growth between 1972-1975, 
when the growth rate exceeded 9%.
The trend in Peru had similar fluctuations. While accumUlatèd 
investment more than doubled over the period, thé annual growth rates swung 
from between 2% in the period 1968-1971 and almost 19% over the next four 
years. Its share in the overall total remained more or less the same at 
4.3% (see table 3).
For well-known reasons, such as nationalization of the large-scale 
copper mining industry, the Chilean experience stands out within this group 
by a drop in the amount of accumulated investment and by negative growth 
rates over the period, even during the most dynamic period for the rest of 
the region (1974-1975). One striking result is the drop in its share in 
the total from a little over 5% in 1967 - surprisingly high in view of the 
size of its economy - to only 1% in 1975.
The data on Colombia display one of the most stable growth patterns, 
higher than that of the Andean Group hut. lower than that for the whole area 
covered in table-3, which }ias grown very steadily throughout the period.
It may be seen from the net investment flow (see table 4) that between 1970 
and 1975 Colombia had a positive balance of 200 million dollars.
To complete this overview of the countries belonging to LAFTA - which 
includes the two groups examined above - Uruguay and Paraguay had a very 
similar weight (0.2%) within the total of accumulated investment in 1967, 
although the share of Uruguay rose between 1967 and 1975. Investment grew 
rapidly in Paraguay between 1972 and 1975, at a rate of about 12% annually, 
while, in Uruguay oyer this period there was a sizeable rise of nearly 33%. 
Looking at net flows, a dynamic trend may be found in Paraguay in the 
earlier 1970s (see table 4).
/3. Countries
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3. Countries of the Central American Common Market and 
Other countries of t W  Latin American area
Accumulated investment in these economies as a group rose at a lower 
rate than the general average, although it strengthened in almost all of them 
between 1971 and 1975. Costa Rica was chiefly responsible for this, with 
a growth rate of over 10% per year during that period (see table 3).
It appears from table 4 on net flows that growth was considerable in 
both Costa Rica and Guatemala between 1970 and 1975. Nicaragua and El Salvado 
also show sizeable flows in the course of the peripd.
In Panama, which does not belong to the Central American Common Market, 
accumulated investment grew quite rapidly, more so between 1968 and 1971 than 
subsequently, unlike the general trend.
, Finally, in Haiti a significant growth rate of accumulated investment 
(nearly 9% annually in the period 1971-1975) was combined with moderate rises 
in the net flow in absolute values.
4. Some Caribbean countries
Mention was made above of some small Caribbean countries where 
investment had grown particularly fast. In ttie case of the group comprising 
Guyana, Jamaica, Trinidad and Tobago and Suriname, it may easily be seen that 
the nature of their basic export resources and the corresponding national 
policies has had a depressive influence on the growth of investment.
This is particularly clear in the case of Guyana, where accumulated 
investment remained practically at a standstill between 1967 and 1975, 
although with inverted trends in the two sub-periods in question. During 
the first it had a. negative growth rate (8%); in the second it increased by 
over 7% annually.
Jamaica and Trinidad and Tobago followed similar trends, in terms both 
of amount and periods, and were characterized by a relatively rapid growth 
in the value of accumulated foreign investment and the pattern pf the net 




III. DISTRIBUTION OF ACCUMULATED DIRECT INVESTMENT BY ORIGIN 
AND DESTINATION IN THE DEVELOPING COUNTRIES 
OF THE AMERICAN AREA
In table 5 data from the preceding series have been reorganized to
present an overall view of the origin of accumulated investment,;
distinguishing between United States investment and that of the other OECD 
countries, and its distribution among the developing countries of the 
American area.
Locking first at the origin of the capital, it may be seen that with
a few exceptions - such as Brazil, Argentina and the "other developing ..
countries of the American area" - the prevailing trend was for the United 
States' share to decline. This trend was particularly strong in Colombia, 
Chile, Peru, Venezuela and the Central American countries. However, as may 
be seen in the second section of the table, the causes of this overall trend 
may be very different. In some economies, such as those of Venezuela or 
Chile, the principal reason was the stagnation or reduction of the stock of 
capital from the United States for well-known reasons. In others, such,as 
Colombia, Peru or the countries of the Central American Common Market, it was 
due to sharply different rates in the growth of the two main groups of 
investors. Finally, in some cases, such as Brazil, the growth of investment 
from both sources was very dynamic, although more so in one or the other 
case.
Looking now at the way in which the investment was distributed among 
the host countries, and distinguishing between the capital exporters as 
mentioned in section II, it may be seen that the changes primarily affected 
the United States, which doubled its share in economies such as Brazil but 
at the same time lost ground more sharply in others such as Venezuela,
Chile and Argentina. The other OECD countries, on the other hand, increased 
the relative importance of their investment in Mexico, Colombia, Peru and 
the. Central American countries, while losing ground in the case of Argentina 
and Brazil and remaining constant in Chile and Venezuela.
/Table 5
LATIN AMERICA: ACCUMULATED DIRECT INVESTMENT FROM DAC/OECD COUNTRIES, Bï COUNHUES OF THE REGION
Table 5









































Argentina 1 821 1 01? 804 2 000 1 154 846 1.2 1.6 0.6 10 9 12 5 5 5
Brazil 3 728 Ï  328 2 400 9 100 4 579 4 s a 11.8 16.7 8.2 20 11 36 24 a 29
Mexico 1 787 1 364 423 4 800 3 200 1 600 13.1 11.2 18.1 10 12 6 13 14 10
Colombia 728 627 101 1 200 648 552 6.4 0.4 23.6 4 5 2 3 3 4
Chile 963 879 84 400 174 226 -10.4 -18.3 13.2 5 7 1 1 1 1
Peru 782 660 122 1 700 1 221 479 10.2 8.0 18.6 4 6 2 4 6 3
Venezuela 3 495 2 555 940 4 000 1 873 2 127 1.7 -3.8 10.7 19 22 14 11 8 14
Panama 830 754 76 2 250 1 907 343 13.3 12.3 20.7 4 6 1 6 9 2
CACM countries aj 601 501 100 960 704 256 6.0 4.3 12.5 3 4 1 3 3 2
Other Latin American countries b/ 515 379 136 1 340 934 406 12.7 11.9 14.6 3 3 2 4 4 3
Total 19 countries of Latin America 
Other developing countries of the
15 250 10 064 5 166 27 750 16 394 11 356 7.8 6.3 10.3 83 85 78 74 74 73
American area
Total developing countries of the
3 199 1 713 1 486 9 875 5 707 4 168 15.1 16.2 13.8 17 15 22 26 26 27
American area 18 449 11 777 6 672 37 625 22 101 15 524 9.3 8.2 11.1 100 100 100 100 100 100
Sources: OECD-DAC, Stock of private direct investments by DAC countries in developing countries (end 1967)« Paris 1972. 
OECD, Development Cooperation, 1977 Review.
United States, Department of Conaaerce, Survey of Current Business, August 1977.
a/ Includes Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua.
jb/ Includes Bolivia, Ecuador, Paraguay, Uruguay, Haiti and the Dominican Republic.
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IV., THE ALLOCATION OF INVESTMENT BY ECONOMIC SECTORS:
THE CASE OF THE UNITED STATES CORPORATIONS
The distribution of foreign investment among different activities is 
of very great importance, particularly when it changes significantly in a 
period such as the one under consideration. Regrettably, information is 
not yet available covering all the main investors and is only available . : 
on the transnational corporations of the United States. It should be 
recalled that they account for about 40% of direct investment in the 
developing countries, and a even higher percentage in the case of the 
developing countries of the American area (see table 2).
1. Sectoral investment by the United States - distribution 
in the world and by main areas
At the most general level, it may be seen that accumulated foreign 
investment from the United States grew at an average rate of nearly 10% 
annually between 1967 and 1975. This rate is much lower in the case of 
the mining sector (a mere 3.6%) and significantly higher (14.2%) for the 
"other sectors", influenced by dynamic financial investment (see table 6).
In addition, it should be borne in mind that in 1975 73% of total 
investment by the United States, and 81% of industrial investment, took 
place in other industrialized countries and that the proportion going to 
the developing countries of the American area declined in the period under 
consideration from 20 to 18%. Thus the relative unimportance of the area 
increased, despite the fact that in absolute terms accumulated investment 
almost doubled (from 11,800 to 22,100 million dollars). Naturally, this 
overall change involves significant differences between particular countries.
(a) Sectoral distribution: petroleian and mining activities
An examination of the distribution by sectors shows that petroleum 
and mining investment declined in relative importance.
/Table 6
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ACCUMULATED DIRECT INVESTMENT FROM THE UNITED STATES, 
m  MAIN ECONOMIC SECTORS AND AREAS OF DESTINATION
Table 6
. .  , Developed Developing countries
World a/ —  ■    1
“  countries Total America
1967 1975 1967 1975 1967 1975 1967 1975
Economic sectors
(billions of dollars) .
Total 59.5 124.2 39.7 90.9 17.4 26.2 11.8 22.1
Petroleum 17.4 26.2 9.5 23.3 6.6 2.5b/ 3.3 3.3
Mining 4.9 6.5 2.8 4.4 2.0 2.2- 1.7 1.5
Manufacturing 24.2 55.9 19.4 45.4 4.7 10.5 3.6 8.6
Commerce 5.0 12.5 3.3 9.0 1.7 3.0 1.3 2.3
Other sectors 8.0 23.1 4.6 11.8 2.4 8.0 1.8 6.4
Finance eee 14.6 «te 8.0 0.2 4.9 0.1 4.6
Average annual growth rate, 1968-1975
Total 9.6 1Q.9 5.2 8.2
Petroleum 5.2 9.9 -11.4 -
Mining 3.6 5.8 1.2 -1 .6
Manufacturing 11.0 11.2 10.6 11.5
Commerce , 12.1 13.4 7.4
Other sectors 14.2 12.5 16.2 17.2
Finance • ei • •• 49. I a .4
Regions
(percentage of United States total)
Total 100.0 100.0 67.0 73.0 29.0 a.o 20.0 18.0
Petroleum 100.0 100.0 55.0 78.0 38.0 10.0 I 9.O 13.0
Mining 100.0 100.0 58.0 67.0 42.0 33.0 35.0 23.0
Manufacturing 100.0 100.0 ; 80.0 81.0 20.0 19.0 15.0 15.0
Commerce 100.0 100.0 67.0 72.0 33.0 24.0 26.0 18.0
Other sectors 100.0 100.0 57.0 51.0 30.0 35.0 23.0 28.0
Finance 100.0 • 04» 55.0 0*9 34.0 OOO 31.0
Sectors
(percentage of area total) ,
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Petroleum 29.0 21.0 24.0 22.0 38.0 10.0 28.0 15.0
Mining, 8.0 5.0 7.0 5.0 12.0 8.0 15.0 7.0
Manufacturing 41.0 45.0 49.0 50.0 27.0 40.0 51.0 39«0
Commerce 8.0 10.0 8.0 10.0 9.0 11.0 11.0 10.0
Other sectors 14.0 19.0 12.0 13.0 14.0 31.0 15.0 29.O
Finance • •• 12.0 • 90 9.0 2.0 19.0 1.0 21.0
Sources» OECD-DAC, Stock of private direct investments by DAC countries in developing countries (end 1967), Paris 1972, 
United States, Department of Commerce, Bureau of Economic Analysis, Survey of Current Business, August 1976 and 
1977.
a/ The world totals also include international and non-localised investment.
bf This figure includes a negative amount of accumulated direct investment in the Middle East.
/In 1967,
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In 1967, investment in the petroleum industry amounted to 
17,400 million dollars, of which 6,600 went to the developing countries and 
3,300 million to the Latin American atea, i.e., 38% and 19% of the world 
total respectively. By the mid-1970s this investment had more than doubled 
in the industrialized OTuntries (9,500 to 20,300 million dollars, respectively) 
remained at a standstill in thè developing countries of the American area 
(3,300 million dollars) and dropped sharply in the other developing regions, 
due to disinvestment in the Middle East. The importance of thè developing 
countries of the American area for the transnational oil corporations, 
measured in terms of their share of the world investment of the corporations, 
has dropped - from 19% in 1967 to 13% in 1975, virtually all of which was 
absorbed by the share of the industrialized countries (see table 6).
An even greater change took pièce in the period in quêstion in the case 
of the investment of transnational corporations in thé mining industry; in 
the developing countries of Latin America, this investment declined even in 
absolute terms (from 1,700 to 1,500 million dollars) while a slight rise in 
value occurred in Africa and Asia (from 300 to 700 million dollárs, 
respectively) and the bulk of investment was concentrated in the 'industrialize«: 
countries themselves (rising fremi 2,800 to 4,400 million dollars).
The increased concentration of petroleum and mining investment of the 
transnational corporations ih the industrialized countries and the 
corresponding relative decline in its importance in the developing countries, 
particularly in the American región, appears to reflect two main facts: 
first, the tendency of the developing countries tò nationalize their basic 
resources (or possibly set up mixéd corporations); and secondly, the 
strategic reaction of the transnational corporations towards diversification 
and relocation of their investment in the processing and marketing of basic 
commodities, orienting themselves primarily towards the industrialized 
countries.
(b) Manufacturing, commercial and financial activities
Manufacturing and commercial activities, on the other hand, continued 
during this period to be a fertile area for the investment of United States 
transnational corporations. Thus in Í975 over half their total investment 
was in these tvio sectors. Here again growth continued to be uneven. The
/investment was
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investment was concentrated still further in industrialized countries, 
particularly in the case of commercial activities. Thus the share of those 
countries grew from 67 to 72% in that sector, and from 80 to 81% in the case 
of manufacturing. The developing countries of Latin America maintained a 
constant share in the world investment of manufacturing transnationals 
(15%) and had a declining share in their commercial investment (from 26 to 
18%). In any event manufacturing investment in the developing countries of 
the American area is increasing faster than in the other developing areas 
(see table 6).
Finally, an important change occurred in the so-called "other sectors" 
of the activities of transnational corporations, and chiefly in the financial 
sector. The "other sectors" group is the only one where the investment of 
the United States transnational corporations grew more in the developing 
countries, and especially Latin America, than in the industrialized 
countries (16.2%, 17.2% and 12.5%, respectively).9/
The financial sector, which corresponds primarily to the activities 
of transnational banks, stands out in the period under consideration for its 
annual average growth of almost 50% in the developing countries end of 61% 
in Latin America. Consequently, this sector has become relatively the most 
important for United States investors 10/ in comparison with other economic 
sectors of the developing countries and particularly of Latin America. In 
1975, 34% of the world financial investment of the corporations took place in 
the developing countries and primarily in the Latin American countries 
(31% of the world total). This important change is obviously linked to 
the increasing indebtedness of the developing countries and the increasingly
9/ For the year 1967 data is only available, in the case of the
industrialized countries, on the "other sectors" and not on the
financial sector in particular. • . .
10/ It may be assumed that much of the growth of financial investment
corresponds to the recycling of ’petro-dollars' bearing in mind the 
concentration of this investment in the open capital markets 
("tax havens") of countries such as Panama, the Bahamas, and Bermuda 
/see below, point 2(b)7.
/important role
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important role of the transnational banks in the credits granted to 
Latin American countries.il/ •
The changes in the growth òf the United States transnational 
corporations are reflected in the structure of their accumulated direct 
investment in thè developing countries of the-American area (see table 6).
In 1967, mining activities and manufacturing and commercial activities each 
accounted for an equal share (5 billion dollars, or 43% each of the'regional 
total) of the total direct investment of the United States in Latin America 
(11,800 million dollars) whereas the other sectors accounted for only 
1,800 million dollars (i.e., 15% of the regional total), of which the 
financial sector had an insignificant share.
This breakdown changed substantially by the mid-1970s: mining 
investment remained constant at 5 billion dollar« and its share in the 
regional total declined from 43 to 22%. Manufacturing and commercial 
investment rose to the high level of almost 11 billion dollars, almost half 
of the total United States investment in the. developing countries of the 
American area, and finally financial investment, previously scarce, reached 
almost the same level as investment in mining activities (4,600 million 
dollars, or 21% of the regional total).
This tendency of the manufacturing transnationals and the transnational 
banks to increase their importance in the region might well be even more 
pronounced if the growth of European and Japanese corporations is also taken 
into account, but data is not available on them. In any event, the probability 
of this hypothesis is substantiated by the fact that in the period under 
consideration those corporations were, broadly speaking, more dynamic than 
the United States corporations.
11/ The share of private banks in the total external- credits of Latin 
< America grows from one third to two thirds between 1965 and 1970.




The sectoral distribution of the accumulated direct investment of the 
United States among the countries of the region is analysed in table 7.
As may be seen, the regional trends discussed in the preceding section 
resulted from a variety of situations in the different Latin American 
countries.
(a) The extractive sectors
The United States transnational oil corporations in 1967 had three- 
quarters of their total investment in the region in three Latin American 
countries: Venezuela (54%), Colombia (10%) and Argentina (8%). In the 
period 1967-1975, heavy disinvestment occurred in each of these countries 
as a consequence of nationalization in the industry. The average annual 
growth rate was -11.3% in Venezuela, -18.7% in Colombia and -6.8% in 
Argentina, with a result that the relative importance of these three 
countries as a whole for the transnational oil corporations declined from 
72% in 1967 to only 27% in 1975.
Turning to the question of the countries to which the transnational 
oil corporations shifted their investment, it may be seen that the biggest 
movement was to the Caribbean area (primarily "other developing countries of 
the American area" in table 7) where oil investment rose between 1967 and 
1975 from 500 to 1,200 million dollars, or at an annual average rate of
11.7%. The importance of this area, measured by its share in the total, 
rose from 16 to 38%. More detailed information is unavailable on the 
different countries of the subregion.
Another global figure concerns a group of relatively less developed 
countries (Bolivia, Ecuador, Paraguay, Uruguay, Haiti and the Dominican 
Republic) whose share in the regional total of United States oil investment 
rose from 3 to 10%, occupying third place in the region (after the Caribbean 
area and Venezuela) with a total of about 350 million dollars. This change 
corresponds primarily to the growth of the oil industry in Ecuador and 
Bolivia.
2. Sectoral distribution among the countries of the region
/Table 7
Table 7
E UNITED STATES IN THE DEVELOPING COUNTRIES OF THE AMERICAN AREA, 
















1967 1975 1967 1975 1967 1975 1967 1975 1967 1975 1967 1975 1967 1975 1967 1975
660 1 221 2 555 1 873 754 1 907 501 704 379 934 10 064 16 394 1 713 5 707 11 777 22 101
i / 35 246 1 793 687 111 125 80 122 92 346a / 2 812 2 066 518 1 258 3 330 3 324
‘ 397 700 80 11a/ 19 1 28 27 30 19" 1 290 1 015 430 461 1 720 1 476
98 166 311 668" 33 122 79 199 96 127 3 361 8 023 266 540 3 627 8 563
54 62 253 268 326 542 32 50 20 45 1 192 2 029 94 292 1 286 2 321
»/ 76 47 118 239a/ 265 1 117 262 306 141 397a / 1 409 3 261 405 3 156 1 814 6 417
'  3 10 30 145" 25 718 4 49 7 2095/ 124 1 720 11 2 862 135 4 582
8.0 -3.8 12.3 4.3 U .9 6.3 16.2 8.2
27.6 -11.3 1.5 5.4 18.0 —3.8 11.7 •
7.3 -22.0 -30.8 -0 .4 -5.5 -2.9 0.9 -1.9
6.8 10.0 17.8 12.2 3.6 11.5 9 .2 11.3
1.7 0.7 6.6 5.7 10.7 6.9 15.2 7.7
-5.8 9.2 19.7 1.0 13.8 11.1 29.3 17.1
16.2 21.8 52.1 36.8 52.9 38.9 100.4 55.4
6 6 22 8 6 9 4 3 2 4 85 74 15 26 100 100
T 7 54 £ 3 4 2 4 3 10 84 62 16 38 100 100
23 47 5 1 1 - 2 2 1 1 75 69 25 31 100 100
3 2 9 8 1 1 2 2 2 2 93 94 7 6 100 100
t 1 207 2317 1§ 25 19 § £ 8 £ 8 100100 100100
2 ** 22 3 19 16 3 1 ; 5 5 92 38 8 62 lOOf 100
1Ö0 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
5 20 70 37 15 7 “ÏS 17 24 37 28 13 30 22 28 15
60 57 3 1 3 - 6 4 8 2 13 6 25 8 1‘5 7
15 14 12 35 4 6 16 28 25 14 33 49 16 10 31 39
8 5 10 14 43 28 ! 6 7 5 5 12 12 5 5 11 10
12 4 5 13 35 59 56 44 37 42 14 20 24 55 15 29
1 1 1 8 3 39 1 7 2 21 1 10 1 50 1 21
end 1967), Paris 1972, 
siness, August 1976 and 1977.
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Among the remaining countries, oil investment in Peru showed the 
highest growth (28%), reaching a total of 246 million dollars in ;1975. ,
Its importance for the United States transnational corporations róse from 
1% to 7% in the period under consideration. From the Peruvian standpoint,
i.e., the share of this sector in total United States investment, there was 
an increase from 5 to 20% between 1967 and 1975; in 1975 it was bigger than 
that of manufacturing and commercial activities together (19%). ; ;
Finally, oil investment in Brazil grew at an average annual rate of 
almost 18%, increasing the relative importance of the country for the 
corporations from 2 to 9%.
In brief, it seems clear that the oil corporations reacted to the 
limiting of their activities in Venezuela, Argentina, Colombia by 
relocating their investment, primarily in countries which offered fresh 
possibilities of expansion of production and with which they were able to 
reach suitable agreements (Ecuador, Peru and Bolivia) and towards countries 
with large-scale processing activities (the Caribbean, Brazil).
As was pointed out above, United States investment in the mining sector 
shrank in the period from 1,700 to 1,500 million dollars, while at the same 
time its importance for the region dropped from 15 to 7% of total investment. 
The greatest disinvestment occurred in Chile (from 516 to 12 million dollars), 
Venezuela (from 80 to 11) and Mexico (from 122 to 80). Thus the 
nationalization of copper in Chile, of iron ore in Venezuela and the 
promotion of mixed corporations in Mexico led to a decline in the relative 
importance of those three countries from 42% in 1967 to only 8% in 1975.
Meanwhile the corporations increased their investment in Peru, from 
400 to 700 million dollars, in Brazil, from 68 to 130 million dollars; and 
only slightly in the important area of the Caribbean, from 430 to 460 million 
dollars. The importance of these countries for the corporations increased, 
in the period under consideration, especially in the case of Peru, from 
23 to 47%; of the Caribbean area, from 25 to 31%; and of Brazil, from 
4 to 9% and for the three countries as a whole from 52 to 87%.
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These recent changes in the direct investment of, the mining 
corporation are the result of complex events in the various countries 
of the region, such as, for example, the nationalization of the copper 
mines in Chile and of some of them in Peru, of the iron mines in Venezuela 
and of bauxite in Guyana. The process was also influenced by the 
development of mixed corporations in Mexico and the sectoral diversification 
tending towards the processing of the metals, the, development of new deposits 
with the co-operation of the transnational corporations, etc.
Looking at extractive activities as- a whole, it may be seen that their 
share in total direct investment by the United States dropped substantially 
in almost all areas and countries, with countries like Mexico, Chile, Brazil, 
Colombia and Argentina accounting for a share of between 3 and 21% in 1975. 
Venezuela (38%), the Caribbean countries (30%) and the Central American 
Common Market (21%) had a larger but still declining share in the same 
year. On the other-hand, over the same period an important increase took 
place in Peru (from 65 to 77% of the country total) and in the group of 
relatively less developed countries of, the region (from 32 to 39%).
(b) The manufacturing, commercial and financial sectors
The expansion of the manufacturing transnational corporations of the 
United States was concentrated in the two countries with big, dynamic 
markets, Brazil and Mexico. Whereas in 1967 these two countries accounted 
for half the manufacturing investment of the United States in the region, 
by the mid-1970s their share had risen to almost two-thirds (65%).
Meanwhile, the share of Argentina dropped from 19 to 9%. In 1975, these 
three countries, as well as Colombia, were characterized by the great 
importance of manufacturing activities in total United States investment 
in their economies (from 59% for Colombia to 76% for Mexico). For the 
countries of the Central American Common Market, Chile and Venezuela the 
corresponding figures were 28, 28 and 35% whereas in Peru, the relatively 
less developed countries, the Caribbean countries and Panama the figures 
varied between only 14 and 6%.
/The transnational
- 1162 -,
The transnational corporations engaged in consnercial activities were 
concentrated primarily in 'BrazilV Mexico and Panama. The share of these 
thrèe countries ròse from 53 to 60% between 1967 and 1975. Looking at this 
investment from the standpoint of the receiving countries, it may be seen 
that in 1975 such investment was relatively more important in Panama, Chile, 
Mexico, Venezuela, Colombia and Argentina (28, 16, 15, 14, 10 and 8% of total 
United States ihvèstment in those countries, respectively).
As was indicated above, the financial sector, chiefly the 
transnational banks, were strikingly dynamic during this period (annual 
growth of 55.4%). This growth was concentrated primarily in the Caribbean 
area, where financial investment doubled almost every year, reaching 
2,900 million dollars in 1975. Since there was no detailed information on 
what occurred in the different countries, it may only be assumed that this 
took place mainly in the Bahamas and Bermuda as tax havens for financial 
capital. This hypothesis seems confirmed in the similar case of Panama, 
where financial investment rose from 25 to 718 million dollars between 1967 
and 1975, in which year the country accounted for 16% of the regional total.
A large increase also occurred in Brazil (from 30 to 357 million dollars in- 
the period) although the country's share in the regional total dropped from 
22 to 8% in the period. In the relatively less developed countries financial 
investment rose from 7 to 209 million dollars and in Colombia from 2 to 
95 million dollars.
From the standpoint of the receiving countries, the financial sector 
in 1975 was most important in the Caribbean countries (50% of total 
investment in the area), in Panama, (39%), in the relatively less developed 
countries (31%) and in Colombia (15%).
3. The structure pf industrial investment
Table 8 presents data on the distribution by countries and by sub­
sectors of United States manufacturing investment in the developing 
countries of the American area in 1975.
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DEVELOPING COUNTRIES OF THE AJtRICAN AREA* PERCENTAGE BREAKDOWN OF ACCUMULATED DIRECT INVESTMENT 
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Argentina . 9 6 8 *o 9 100 '5 24 47 24
Brazil 36 24 24 38 .100 5 17 53 25
Mexico 29 31 33 27 26 .... 100 9 29 .40 22
Colombia 4 3 . 6 2 7 100 6 35 20 39
Chile 1 - la/ 1 100 47a/ 6a/ 47
Peru 2 6 1 la/ 2a/ 100 24 17 28a/ 31a/
Venezuela 8 9 8 6 11. I 100 10 25 31 34
Panama 1 I  ; 5 - la / : 100 6 8 1 . 5a/ 8a/
CACM countries 2 10 3 w 2 100 35 . 30 15a/em 20
Other Latin America 
countries ' 2 6 la/ 1 w 100 36 2U/ a 22a/
Total 19 Latin 
American countries 9* 96 90 93a /■me» m 98a/ ; 100 9 24 42a/ 25a/
Other developing 
countries of the 
American area 6 4 10 7a/ 2&f 100 6 39 48a/ 7a/
Total developing 
countries of the 
American area 100 100 100 100 100 100 8 26 42 24
Source» United States; Department of Commerce, Bureau of Economic Analysis, Survey of Current Business,  August 1977« 
_a/ Estimates of the CEPAL/CTC Joint Unit.
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What is immediately apparent is the high share of Brazil and Mexico, 
although at the same time there are significant differences: whereas Brazil 
accounted for 45% of investment in the metal manufactures and machinery 
industries, Mexico absorbed only 27% of that total. Thus 72% of the 
investment in this important sub-sector was concentrated in these two 
countries,. On the other hand, the Mexican share of investment in the food 
and chemicals sub-sector was bigger than that of Brazil.
From the standpoint of these three industrial groups, it may be seen 
that the metal manufactures and machinery branch represents a high 
percentage of the manufacturing investment in these three major countries 
- 40% in Mexico, 47% in Argentina and 53% in Brazil. Venezuela is some way 
behind with 31%.
The chemicals branch absorbed a high percentage of total United States 
manufacturing investment in Panama (81%) and in Chile (47%). On the other 
hand, its share in that of Brazil is one of the lowest, which is explained 
by the great weight in,that sub-sector of the Brazilian economy of investment 
both from domestic public and private sources and by transnational 
corporations from other industrialized countries.
The importance of investment in the food sub-sector is particularly 
great in the relatively less developed economies, the Central American 
Common Market and the group of "other Latin American countries".
